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When the print reproduced on the front cover was litho- 
graphed in 1849, Pittsburgh was, as it is now, a city with 
many bridges and much water traffic.... A century before, 
the placid town had been first Fort Duquesne and then 
Fort Pitt, as the French and the English struggled to retain 
the strategic point where the Allegheny and Monongahela 
Rivers joined to form the Ohio. It was here that George 
Washington nearly lost his life in a battle which prectpi- 
tated the French and Indian War. ... This print from the 
Phelps Stokes collection appears through the courtesy of 
the New York Public Library. ... The aerial photograph 
above shows Pittsburgh as it appears today, foremost city of 
the nation in the manufacture of iron and steel products. 
Here also are produced important quantities of packed 
meats, glass, tin plate, electrical machinery, coke, and 
aluminum. Within Pittsburgh’s city limits live 670,000 
persons, but with the many spreading suburbs included, 
the metropolitan district population is nearly 2,000,000. 
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ADMINISTRATIVE AGENCIES 
IN GOVERNMENT 


JAMES M. LANDIS 


Formerly Chairman, Securities and Exchange Commission, 
Dean, Law School of Harvard University 


OST fascinating to 


the student of 


M 


modern government has 
been the marked acceler- 


ation in the development 


of the administrative 
commission as an instru- 
ment of government—a 


Eminently qualified by his own recent experience as 
chairman of an administrative commission, Dr. 
Landis here discusses the quasi-judicial agency as an 
instrument of modern government. This is one of a 
series of articles on questions of unusual importance 
to business, in which are presented personal opinions 
of men whose backgrounds and points of view have 
created decided, and often conflicting, convictions. 


acter. It is transitory in 
the sense that it is com- 
pleted by a relatively 
short though intensive 
effort; and it is transitory 
in the more fundamental 
sense that policies are 
often the product of a 


development which goes 

back into our history half a century. The significance 
of that development and the new emphasis played in 
government by the administrative agency is, I think, 
worthy of some consideration. 

Broadly speaking, the problems of legislation and 
of administration divide themselves into two phases. 
The first relates to the determination of what policies 
to pursue; the second, to the discovery of how to make 
the chosen policies effective. 

Political discussion commonly centers about the first. 
The choice of policy is attended by all the excitement of 
conflict among varying philosophies and among diverse 
group pressures. Yet this phase is transitory in char- 
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particular time, and must 

change as the needs and conditions of society change. 
The administrative phase, on the other hand, is en- 
during in character. It requires a continuing effort of 
indefinite duration; and it is enduring in another and 
more subtle sense. An effective weapon forged for a 
particular end may be as useful in the pursuit of other 
ends, and remain useful until inventive genius defines 
a more effective social mechanism. Administrative 
methods and devices for the effectuation of policies con- 
stitute the armory of civil government, and the proper 
stocking, cataloguing, and testing of this armory consti- 
tute an essential part of the art and science of govern- 
ment. Yet, by a kind of perverse irony, this second 
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phase all too often receives only 
casual attention. 

Perhaps the most striking 
development of the last century 
in governmental invention for 
the effectuation of policies is 
the administrative commission. 
The history of its origin and 
development in this country 
constitute a most revealing 
chapter in human affairs. The 
circumstances that led in 1887 
to the creation of the Interstate 
Commerce Commission are 
well known. First, there was 
the realization of the need for 
regulation arising from the 
complexity and significance of 
the development of the rail- 
roads, and the abuses which at- 
tended this development. 
Secondly, there was the break- 
down of the common law pro- 
cedures as applied to these 
problems, of which two may 
be selected as outstanding— 
unreasonableness in rates and 
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ScHo.ar, JURIST, ADMINISTRATOR 


Born in Tokyo of American parents, James McCauley 
Landis first distinguished himself in this country as a 
scholar. Four years at Princeton were followed ,by 
four of graduate study in law at Harvard, where his 
record earned him an appointment coveted by all young 
jurists. He was made law clerk to a member of the 
Supreme Court, Justice Brandeis. 

In 1926 he returned to Cambridge and within two 
years was appointed professor of legislation, a_ post 
he held until he became a member of the Federal Trade 
Commission in 1933. In 1934 he became a member of 
the Securities and Exchange Commission and in the 
next year its chairman. 

Now, after an administration which has gained him 
respect on all sides, he returns once more to Harvard 
where as dean of the law school he will take up a new 


a whole but to its particularized 
aspects. Their concern, to give 
only a partial catalogue, has 
been with banking, utilities, 
stockyards, commodity ex- 
changes, securities exchanges, 
investment banking, tele- 
phones and telegraphs, radio, 
shipping, insurance, buses and 
trucking. 

In a few fields, the jurisdic- 
tion of the administrative com- 
mission has been defined with 
reference to certain concrete 
problems that cut across differ- 
ent industries and occupations 
rather than with reference to 
any particular area of economic 
activity. This tendency is ex- 
emplified by the extension of 
the commission technique of 
government to such problems 
as unfair competition and col- 
lective bargaining. 

Indeed, if one sets aside de- 
tails for the moment, one per- 
ceives that what has actually 


discrimination between _per- administrative réle. 
sons and communities. Some 

continuing supervision over the railroad problem as a 
whole was demanded, for it had become only too evi- 
dent that its solution could not be left to the casual and 
sporadic processes of private litigation. 

These, then, are the circumstances that led to the 
creation of the Interstate Commerce Commission. As 
we examine these circumstances closely, we can discern 
the fundamenta! causes for the creation of that Com- 
mission, and of other similar agencies, causes which lie 
deep in the fabric of our society. Various industries 
and occupations, complex in character, and with mani- 
fold internal problems, have from time to time come 
to assume such significance in our national life that a 
measure of social control of them has become essential. 
But this social control has had to be devised and applied 
in a manner fundamentally consistent with the slow 
and intricate evolution of the American economic sys- 
tem, and with the processes of democratic government. 

The nature of this problem was perceived almost in- 
stinctively, and it was solved almost instinctively. The 
administrative agency came into being not as a single 
comprehensive philosophical conception but by a pro- 
cess of empirical growth. These agencies have always 
sprung from a concern over things rather than over 
doctrine. Their business has related not to society as 
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happened during these years is 
that groups of men have been 
entrusted with the direction of particular industries 
under legislative mandates broad and general in char- 
acter. Although the objectives are different, the rea- 
sons that led men to band together in trade associations 
instinctively brought forth the administrative commis- 
sion as the mechanism for regulating an industry. 
Both growths, strangely parallel in time of organiza- 
tion as well as in powers that are wielded, are not the 
creation of theoreticians but the response to empiric 
needs and desires. 

One driving impulse in the creation of these new 
instruments of government was the need for speciali- 
zation in the art of administration. The complexity of 
the situations dealt with demanded men who could 
give their entire time and energy to the particular prob- 
lem. And for that time and energy to be effective, 
means for carrying out policies that they devised had 
to be given them. It was not enough to have them 
merely in the position of powerless planners. 

That mistake had originally been made with the 
Interstate Commerce Commission. For twenty years 
power to remedy the admitted evils that gave it birth 
was denied to it. The courts were jealous of the intru- 
sion of this new governmental mechanism into a do- 
main which they had regarded as their own. They 
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viewed with suspicion the exercise of powers similar 
to those possessed by them by men untrained in the 
traditional forms of legal procedure and not too re- 
spectful of its antiquities. For years the very vitality of 
the administrative process was in the balance. But as 
confidence in its expertness grew, and administrative 
powers became a commonplace of government, this 
judicial resistance became less, and the deposit of power 
with the Commission greater. 

The fact that administrative agencies are the pro- 
ducts, not of dogma or of abstract theory, but of the 
gradual development of control by a democratic gov- 
ernment over the varying phases of our economic life, 
makes generalization about their functions and about 
the powers that they should be permitted to exercise 
not only difficult but frequently superficial and mis- 
leading. A structure that is built for the railroad prob- 
lem may have only a casual likeness to that created for 
banking. If they spring, as they should, from the 
ground up, their architecture will be indigenous, as 
varying in its utilitarian characteristics as the Grand 
Central Station and the First National Bank. True, a 
certain amount of imitativeness is always present—a 
method of adjusting stresses and strains found valuable 
in one structure will be employed in the creation of an- 
other. But it is banking, insurance, utilities, or rail- 
roads that form the dominating motif, rather than some 
highly theoretical doctrine as to powers that should or 
should not be possessed. 

The Aristotelian theoretician who would try to make 
this scheme of regulation comport with some abstract 
conception as to the separation of powers would have 
his difficulties. If he conceived that this truly miniature 
form of government had to turn its back upon the 
natural course of institutional development, and follow 
principles devised for other conditions, other times, and 
other places, he would be simply sacrificing the accu- 
mulated experience of today for a dogma of the past. 
A pragmatic approach to government would judge by 
the tests of efficiency in promoting the objectives of 


regulation, and of the disposition of controversies along 
broad lines of justice and right, rather than by con- 
formance to a page of theory in Montesquieu. 

A further underlying assumption as to administra- 
tive law and the work of administrative agencies that 
is widely held but seemingly far from reality, is the 
assumption that it possesses unrestrained freedom in 
the pursuit of its policies. Fundamental to the very 
creation of administrative authority is the fact that its 
source is legislative. It can be destroyed or altered as 
easily, if not more easily, than it can be born. Its actions 
are under the constant scrutiny of the legislature, to 
which it reports annually. Its appropriations are a 
matter of annual grant and possess no inviolability in 
the eyes of either budget or appropriations committee. 

In the broad pursuit of its policies, to be effective it 
must align its objectives with those pursued by the 
executive. The direction in which it moves within the 
narrow sphere of its activity has, in the last analysis, to 
be attuned to the general movement of political thought 
and will. Its function is to interpret for the complex 
situations of which it has charge and in which it is as- 
sumed to possess expertness, the meaning and impact 
of the broad program of the legislative and the execu- 
tive. Indeed, a survey of administrative activity over 
the past twenty years would give considerable evidence 
that administrative activity has been weak in purpose 
and effect when the executive was undetermined and 
undecided, but has recovered its strength and power as 
the executive has manifested direction and firmness. 

In addition to these safeguards against abuse of the 
administrative device, there exists the ever-present fac- 
tor of judicial review. It is, of course, imperative that 
a reasonable measure of judicial review should exist. 
I believe it must be recognized, however, that the posi- 
tion of administrative agencies within the past few 
decades in respect of judicial review has not been an 
altogether happy one. 

As Mr. Justice Stone recently pointed out, the prob- 
lem of judicial review over the actions of administra- 
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tive agencies is dual; the individual citizen must be 
protected against abuse, and the administrative agency 
must be given constructive assistance in the orderly de- 
velopment of its afirmative program. Yet, in the past 
few decades, the courts have frequently obstructed the 
orderly development of effective administration action 
by assuming the right to fashion or revise matters of 
policy. Thus, in rate regulation, it was conceived that 
experts in the problem would evolve a workable base 
for the computation of a reasonable rate of return. But 
the results of such impartial expert application were cast 
aside by the courts—against vigorous dissent from cer- 
tain of their own members—in favor of a metaphysical 
theory of valuation upon the basis of reproduction cost. 
There is grim irony in the fact that it is this action of the 
courts that is, perhaps, more responsible than any other 
single factor for the impairment of the whole process 
of rate regulation, and that this same action has thus 
indirectly forced resort to the yardstick method of 
reducing charges for light and power. 

In the field of procedure, courts have been somewhat 
prone to stigmatize any modification of the more con- 
ventional forms of legal procedure as a violation of 
fundamental rights. One of the purposes sought to be 
satisfied by the invention of the administrative agency 
was the avoidance of procedures dominated by irrele- 
vant rules of evidence and pleading; yet the courts 
have on occasion tended to insist that the administra- 
tive disposition of controversies must imitate even in 
many of its details the methods of litigation at common 
law. 


It is revealing to examine the record of judicial re- 
view of actions of administrative agencies in the light 
of the history of the courts themselves. We must be 
mindful of the fact that, in the broad sense, the courts 
themselves are a kind of administrative agency, with 
an ancient history that has defined their character and 
fixed their status in the public consciousness. It was 
not until centuries after the courts of England were first 
set up to execute the royal writs that the people of 
England came to regard the courts as defenders of the 
fundamental rights of the citizen. 

Moreover, the growth of law and the realization of 
human claims has been marked by recurrent insistence 
upon the efficient despatch of justice. History recites 
that law, as administered by the courts, can become 
stagnant and rigid. It was this that led in English juris- 
prudence to the rise of equity, to the creation of a new 
series of judges, of chancellors, whose consciences 
would be the guide to their decisions and who had not 
only the authority but the duty to disregard the formal- 
isms of the law. The creation of this system naturally 
led to resentment and a bitter contest was waged for 
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years between common law judges and chancellors. 
It took many years before equity jurisdiction became 
recognized as an established branch of legal adminis- 
tration, taking its place side by side with the older 
common law as a protector of the people’s liberty. 

It is a similar set of conditions and similar needs that 
have given birth in the last century to the new type of 
administrative agency. The inadequacies of the old 
procedures to meet the new claims, the lack of any 
power in the judicial branch of government to initiate 
proceedings, the delays attendant upon formalism, the 
want of that type of specialized application that makes 
for expertness, these are the basic causes for adminis- 
trative law. Its creation, like the creation of the older 
equity, was an effort to grant protection to the common 
man in the realization of new liberties born of a new 
economic order. 


The continuity of the common man’s radio pro- 
grams, the security of his bank deposits, his protection 
against unfair discrimination in employment, his right 
to have light and power at reasonable rates, his pro- 
tection against fraud and chicanery in our securities 
markets, his right to cheap railroad travel—to mention 
only a few of the necessities of modern life—these are 
some of the new liberties which make up the right of 
today’s common man to the pursuit of happiness, and 
these liberties for their protection today seek the admin- 
istrative and not the judicial process. 

But the existence of the administrative process in 
modern life, though it may look superficially like a 
contest between administrative law on the one hand 
and court law on the other, does not mean the gather- 
ing of all the varied activities of life under its control. 
Just as equity and law had, over a period of years, to 
work out a modus vivendi between them, so the system 
of administrative law will have to fit itself in orderly 
fashion into our existing governmental system. Today 
it may indeed suffer from growing pains. On the 
other hand, courts may hold an undue fear of this new 
neighbor. But neither can arrogate to itself the mon- 
opoly of championing our liberties. 

What is demanded is rather a recognition of those 
fields where each pragmatically can best bring about 
the realization of human desires. That issue is one of 
practicality, not of doctrine; an issue of efficient and fair 
dispatch of business, not of formalism as to method of 
procedure. Such an issue should be a welcome one in 
American life, testing as it does our native genius to 
fashion instruments sufficient to meet our traditional 
national aims under the conditions of today. As such, 
administration whether by court or commission, 1s a 
challenge not only to the scientific fervor of the few 
but to the statesmanship of the many. 
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SIGNS OF 


SIN AND SANITY 


I. INTANGIBLE GUIDES TO THE ANTICIPATION OF FRAUDULENT FaILurEs 


This discussion of the signs by which 
the financial responsibility of the bust- 
ness enterprise can be judged will ap- 
pear in two parts. In Part I there are 
discussed guides to the recognition of 
fraudulent failures. Part I1,“Tangible 
Guides to Financial Health,” to appear 
in the December Dun’s Review, will 
include fourteen financtal ratios based 
on figures for 1936 operations in each 
of sixty lines of business. 


OR five years Elliot Paul lived 

among the people of Santa Eulalia, 
sharing their work, their red wine, 
their gay spirit, and their minor but 
interesting daily problems of living. 
With Pep Torres he organized an or- 
chestra to play for the weekly dances 
and on the feast days. Paul played the 
accordion, Pep the violin and trumpet, 
Guillermo, the unworried blacksmith, 
after his normal supply of absinthe 
played the guitar, a mason’s helper 
the lute, and two young girls Spanish 
mandolins. So much did he become 
a part of the life of that little quiet 
town, that he was given the friendly 
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venerable Ibicenco name of Xumeu. 

Then came the revolution of 1936 
and the horrors of civil war; invasion, 
death, and hatred were let loose upon 
the tranquil inhabitants of this little 
town as though man had no reason 
and absolutely no control over his 
destiny. 

Santa Eulalia is on the island of 
Ibiza in the Balearics, a little off the 
eastern coast of Spain in the Mediter- 
ranean Sea, the Mare Nostrum of 
Ibanez. The story of the peaceful in- 
habitants of this town where a liveli- 
hood was so easily available for all with 
the happy abundance of nature in the 
torrid zone, where work was blended 
with charming near-idleness, where 
hard-working men were friendly with 
easy-going ones and neither envied the 
other, of Cosmi’s hotel where the cog- 
nac flowed for “it’s good for the health,” 
of the serene beauty of natural peace- 
ful activities, are now encompassed for 
all time between the pages of The Life 
and Death of a Spanish Town by Elliot 
Paul. On September 14, 1936, one day 
before the Italian troops landed and 


took possession of the island, the author 
was taken off by a passing man-o’-war. 

The picture which is painted in the 
first half of this volume is one of sim! 
ple life and beauty, of the extreme 
smoothness of the flow of life. Bu: 
what we are more concerned with is 
the author’s description of the business 
life of the community before “com- 
munists,” “fascists,” or General Fran- 
cisco Franco were words to describe 
frightful crushing events, when lite 
flowed happily because there was little 
thought of its meaning. There was no 
rush, no constant urge to large profits, 
no accountants, no annual reports to 
stockholders, no devouring overhead, 
no financial community which needed 
regulation by higher authorities, and 
no need for standards of financial re- 
sponsibility. No one ever thought of 
profiting by a fire or a failure. 

The intense rivalry, the competition 
on which the modern commercial and 
industrial system has developed and ex- 
panded, had been unable to spread its 
penetrating influence o’er the entire 
island of Ibiza. Of the men who made 
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a living by fishing at Santa Eulalia, 
Captain Juan was probably the best. 
He had the largest boat, thirty feet from 
bow to stern. “Captain Juan was not 
an avaricious man. Because of his su- 
perior knowledge and equipment, he 
could have made it more difficult for 
his competitors but it is doubtful if he 
ever thought of Mateo Rosa, or old 
Pepe the deaf man, or Edmundo in that 
light. He accepted a bit more respon- 
sibility, could be depended upon to fill 
large orders, took care of the customers 
he liked in case they did not show up 
while the best of the fish were going.” 

The relationship between the small 
merchants of the town was likewise 
one of natural friendliness, “There was 
no sense of keen trade rivalry between 
the storekeepers,” reflected Elliot Paul. 
“Customers usually went to the nearest 
store and if they could not get what 
they wanted, they went on the the next 
one. The Casa Rosita, being the nearest 
to the plaza, got the trade from the 
southern end of town. It was due to 
Mariano that the store was compara- 
tively orderly and systematic. Goods 
were ranged conveniently and Mariano 
knew where everything was. He was 
like Guillermo the blacksmith in that 
respect. Without appearance of effort 
or industry he seemed to be able to ac- 
complish what was necessary. He 
never tried to advertise as Guarapefiada 
did. He didn’t attempt to carry every- 
thing in stock like the proprietor of the 
Casa Miguel. Business, he thought, 
should proceed in a natural way as 
trees grow, and not become an obses- 
sion.” 

Before this present civil war, which 
we read about daily in the press, sprang 
up, Ibiza belonged to Spain. Now, no 
one knows who holds possession. It 
was from another somewhat similar 
picturesque town, the town of Palos on 
the mainland, near Cadiz, that Colum- 
bus sailed in August, 1492, on his great 
voyage of mystery and discovery. In 
1492 life at Santa Eulalia was going on 
just as it had for the thousands of years 
under the Phoenicians, the Carthagin- 
ians, and the Romans. 
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From August, 1492, to September, 
1936, there were no fundamental 
changes in the quiet manner of living, 
the inhabitants grew the same crops, 
they fished the same fish, they took the 
same siestas, they enjoyed the same 
sobresada, they sang the same songs, 
and they bought and traded merchan- 
dise naturally with no strong ulterior 
urge. In these more recent days, an 
occasional second-hand automobile 
which needed constant tinkering or a 
second-hand dynamo which would fail 
to produce electricity at unexpected mo- 
ments, would find its way from the 
mainland, but these were superficial 
manifestations of an outside fourth- 
dimensional civilization, which were 
assimilated into their centuries-old tra- 
ditions and which made no material 
change in a life which enjoyed the 
bountifulness of nature. 

In the meantime there arose in the 
new land far away to the west which 
Columbus had opened up for Euro- 
pean conquest and settlement, a new 
civilization based not only upon the 
conquest of nature, but also upon the 
conquest and exploitation of its chemi- 
cal elements, on the unprecedented in- 
tensity of the production of an infinite 
variety of products to anticipate the 
needs and whims of humanity, and of 
the distribution of those products at a 
profit; aeroplanes which could travel 
three hundred miles per hour, Gone 
With the Wind, annual styles in auto- 
mobiles, printing presses through 
which paper would run at the rate of 25 
miles per hour, an Empire State Build- 
ing, safety razors, and Mickey Mouse. 

But of all the manifestations of the 
nervous speed which produced this ag- 
gressive civilization, no single institu- 
tion is more typical, is in greater con- 
trast to what was recently the contem- 
porary simple life of Santa Eulalia than 
the broadness of the development, the 
influence of the business enterprise and 
the intensity of daily competition be- 
tween business units. The ebb and flow 
of the number of concerns in existence 
yearly is one of the marvels and one of 
the enigmas of our economy. 
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There was no thought of business 
success or of business failure at Santa 
Eulalia prior to September, 1936. What 
business transactions there were took 
place of their own accord. Here in our 
world, however, influenced so greatly 
by the institution of the business enter- 
prise is the outstanding contrast to 
what until so recently was the quiet 
flow of life at Santa Eulalia; men are 
constantly striving earnestly and long 
to make a success in a profit economy. 
They take two divergent paths, (1) the 
devious path to fraudulent failure, and 
(2) the rocky path of competition, on 
which they match their knowledge, 
their experience, their imagination, and 
their financial strength. We shall give 
some observations to both of these con- 
temporary classes: in this number of 
Dun’s Review to the technique used in 
failing fraudulently, the perversion of 
effort and truth and energy; and in the 
December number to standards of fi- 
nancial responsibility for 60 lines of 
business activity based upon 1936 year- 
end balance sheets and operating fig- 
ures, for the use of the typical business 
executive to whom competition is 
synonymous with life. 


Failing for Profit 


The Island Paper and Grocery Co., 
wholesalers of groceries, built up a 
splendid reputation for credit respon- 
sibility and operated successfully for an 
entire decade. That business had an 
invested capital somewhat in excess of 
$100,000. It handled a substantial vol- 
ume of yearly sales, produced a con- 
genial living for the two partners and 
several employees, and all in all, served 
a healthy economic purpose in its 
efficient distribution of staple food 
products. 

One day, one of the partners decided 
to withdraw his investment, take a 
long-delayed cruise around the world 
and then settle in Florida. However, 
instead of liquidating the business, the 
other partner took over the entire in- 
vestment and immediately changed the 
style, that is, the name, so that it would 
be identical with his family name. 


That was perfectly legitimate and nat- 
ural, although it might not have been 
the most sophisticated business policy 
in the world. 

Within a very few days, and here the 
plot began to thicken, a new concern 
organized by one Frederick J. Lomassi, 
made its appearance in the very same 
building and with the very same iden- 
tical style of “Island Paper and Grocery 
Co.” which had built a reputation for 
paying its bills so promptly over the 
ten years of its successful existence. 

An investigation of Lomassi and his 
associates was started. Every apparent 
lead for pertinent information ran up 
against the proverbial stone wall. No 
one knew Lomassi or either of his two 
close friends who were helping him 
operate the business. And Lomassi, 
although he would talk plenty about 
his business plans, wouldn’t open his 
lips about himself, where he came 
from, by whom he had previously been 
employed, whether he had been in busi- 
ness by himself or not, what his earlier 
business experience had been. Like 
part of the early life of Zaharoff it was 
nothing but a deep, dark mystery. 

Lomassi was quite a character. He 
emphasized the fact that he would 
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handle only canned food products but 
in less time than it took Ekins to fly 
around the world, letters began to come 
in from all parts of the country show- 
ing that although he was not trying to 
corner the market in any particular 
commodity, he was making heavy pur- 
chases of dried fruits, nuts, preserves, 
brooms, hardware, peanuts, and small 
electrical instruments, as well as of 
canned goods. Many of these orders 
were received by concerns which had 
never had a salesman soliciting busi- 
ness in this part of the country. That 
was a very dangerous sign. Something 
obviously was off color. 

Within two weeks after the enter- 
prise had been organized, two repre- 
sentatives took a trip across upper New 
York State where lima beans, tomatoes, 
pickles, sauerkraut, prunes, grape juice, 
and apple sauce are sealed annually 
into millions of glass bottles and small 
tin cans. After engaging the owners 
of a cannery in conversation and plac- 
ing an order for a carload of canned 
and bottled goods, one of the represen- 
tatives of the Island enterprise would 
then ask to be shown about the plant. 
He was anxious, he would say, to see 
the latest type of canning or bottling 
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machinery at work, the cleanliness of 
the operations, the type of employees. 
While he was looking over the plant, 
the other travelling exponent of easy 
business profits would take the occasion 
to explain that the Island Paper and 
Grocery Co. had a successful record of 
ten years behind it, that the financial 
worth of the business could readily be 
learned through the local bank, and 
that it had ample responsibility. If no 
further investigation were subsequent- 
ly made, the creditor would wake up 
only when it was too late and learn 
that the concern to which he thought 
he was extending credit was out of 
existence and that his actual debtor 
had neither moral nor financial respon- 
sibility. To collect on that account 
would then be just as simple as to con- 
ceive of Omar Khayyam without his 
“loaf of bread and jug of wine.” 
That modus operandi was carried on 
for fifty days in this particular case. 
Then about the time when the bills for 
these extensive purchases of everything 
that could be handled by a wholesale 
grocery company, from canned soup to 
the new crop of nuts, began to fall due, 
the principals disappeared, the shades 
were pulled down, the doors locked, 
the cat presented to a neighbor, all re- 
maining merchandise moved, and un- 
like the ending in the fairy tale, every- 
thing was not happy forever after- 
wards. The losses to creditors who 
shipped merchandise without looking 
behind the scenes were 100 per cent. 
This particular experience was rather 
unique as both enterprises, the old one 
and the new one, used the very same 


address, the same city, the same street,. 


the same street number, the same build- 
ing. In the great majority of cases 
where frauds of this type are attempted, 
it is impossible for the second concern 
to obtain space in the same building; 
usually it is located a block or two dis- 
tant. The executive head of such a 
business enterprise has no need for 
standards of business health and refuses 
to match his ingenuity, his aggressive- 
ness, his business knowledge and 
experience legitimately against estab- 


lished competitors in a struggle for suc- 
cess. He attempts a short cut and in 
most cases is doomed to failure. 

This particular tale of woe, of un- 
ethical business practices, of the gul- 
lible business man with a littletoomuch 
casual faith in human nature, did not 
end with the scene where the shades 
were closely drawn in the office of the 
second Island Paper and Grocery Co. 
It sailed on to where the water was 
deeper, where the gusty wind turned 
into a gale, and the craft of human in- 
genuity finally floundered at the bar of 
the United States Department of Jus- 
tice. 

Let’s go on with the tale. The 
Island Paper and Grocery Co. folded 
up unobtrusively and with the greatest 
of ease early in the morning of one 
January 27. On April 28, just about 
three months later, a corporation was 
organized in New York City with an 
authorized capital of $50,000 of 6 per 
cent cumulative preferred stock and 
$50,000, of common stock, as the 
Mecrer Merchandise Co., Inc. That 
business had the privilege under its 
charter of dealing in merchandise of 
every kind or nature. That’s quite a 
privilege. It might buy and sell ocean 
liners, second-hand locomotives, 
roasted peanuts, hot dogs, or gum 
drops. 

This new corporation immediately 
advertised the opening of an export de- 
partment to ship merchandise to Puerto 
Rico, Mexico, and Cuba. When the 
initial investigation of the case was 
made, it was learned that neither of 
the two partners had had any experi- 
ence in the export line. They claimed, 
however, that they “had hired Albert 
Lonelli, who was experienced, to de- 
velop that department,” so an attempt 
was made to dig into Lonelli’s antece- 
dents, to verify the type and extent of 
his early business experience. 

The air pressure began to go up and 
the barometer to fall when no infor- 
mation could be obtained regarding 
Lonelli’s actual export experience, or, 
in fact, regarding any of the years of 
his earlier life. No references could be 
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obtained regarding his previous busi- 
ness connections, where he had come 
from, whether he had been a hired em- 
ployee or the sole owner of a business; 
if an employee, whether he had volun- 
tarily left his previous employers or had 
been discharged; whether he was an 
experienced export man or really an 
automobile mechanic. The officers of 
the corporation refused a word of en- 
lightenment and Lonelli likewise. 
What to do? 

Then, no financial statement, no fig- 
ures showing the responsibility of the 
new business, could be obtained. With- 
in a month a storm of typhoon propor- 
tions was indicated by the steady flow 
of requests for information from busi- 
ness houses in all parts of the country 
with which unsolicited orders for mer- 
chandise had been placed. If nothing 
else tells the story, a flurry of unsolicited 
orders always does. Some of these 
orders were filled! 

On July 17, that is, less than three 
months after its organization, an in- 
voluntary petition in bankruptcy was 
filed! In that short period of time 
liabilities had been piled up to the im- 
posing extent of approximately $100,- 
ooo. Notwithstanding the definite ear- 
marks of fraudulent activity, the lack 
of antecedent information on the prin- 
cipals, the lack of financial data, the 
widespread policy of placing unsolic- 
ited orders, credit had been liberally 
extended by some concerns which had 
been a trifle too anxious to fill the orders 
of any marginal purchaser. 

As merchandise was received, it was 
immediately sold at cost and even in 
some cases, below cost, and the pro- 
ceeds divided among the conspirators. 
False entries were simultaneously made 
on the books purporting to show that 
the merchandise had been sold to con- 
cerns which had not paid. This was 
only learned later, although the indi- 
cations of fraudulent activity were 
pretty clear at an early stage to one who 
was experienced in the ways of the 
commercial underworld. 

On August 1, Alfred Lonelli was ar- 
rested, charged with conspiracy to con- 
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ceal assets of the Mecrer Merchandise 
Co., Inc. He had been traced by one 
of the creditors who stood to lose $3,000 
and who refused to take it lying down. 
Then it turned out that Lonelli and 
Lomassi were one and the same. He 
had adoped the name of Lomassi when 
carrying on operations under the name 
of the Island Paper and Grocery Co. 
and when that brief episode in his life 
had been completed, he had reverted to 
an earlier name, and proceeded to plan 
another operation with closely asso- 
ciated commercial racketeers. 

If Lonelli had used the same energy 
and effort to understand the basis for 
competitive business success that he 
used in his attempts to beat the com- 
petitive game by getting away with 
“successful failures,” he would never 
have gone to the Federal penitentiary. 
Aggressiveness he had. Originality he 
had. Courage of a kind he had. With 
these attributes, a workable under- 
standing of the significance of stand- 
ards of financial responsibility would 
probably have helped him to operate a 


business legitimately and successfully 
more than any other one factor. 

On one August 30, control of the 
successful Market Trading Co., Inc., 
changed hands. For eight years that 
corporation had been operated success- 
fully as importers and exporters of gen- 
eral merchandise. A comparison of its 
figures for successive years with ac- 
cepted standards had indicated the 
maintenance of a continually healthy 
financial condition. Receivables had 
been kept well in hand, the inventory 
turned over normally, fixed assets were 
moderate, the turnover of net working 
capital reasonable, and liabilities were 
always in satisfactory relationship with 
the tangible net worth. However, with- 


in two weeks after the management 


had changed hands a staff of new 
buyers had been set up to begin oper- 
ations in a big way, and they did. 
During the three weeks ending 
October 5, orders for merchandise 
amounting to $470,869 were placed 
with manufacturers. That merchan- 
dise was of such variety that it would 
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have stocked a fair-sized department 
store; musical instruments, rugs, fire- 
arms, proprietary medicines, shoes, leg- 
gings, rubber shoes, toys, electric irons, 
aluminum ware, electric batteries, pins, 
brooms, brushes, handbags, dresses, 
silverware, sweaters, cameras, sheep- 
skin coats, automobile tires. 

Credit was being extended not on 
the reputation of a defunct business 
but on the credit standing, on the 
healthy proportions of the last balance 
sheet of this particular enterprise itself. 
The established record of this business 
was the basis and a very fundamental 
basis. How did it happen? Let’s 
“look at the record” again and notice 
the procedure, the perversion of busi- 
ness experience, and the timing which 
was so carefully followed that it would 
have been a tribute to a major in the 
World War. An entire operation on 
the western front could have been 
planned no more carefully than the 
operation of this particular business 
disaster encompassed within a period 
of twenty-one days. 

This is what happened. 

The former owner of the business, 
one Henry Aldon had lost his wife 
during the preceding July. His wite 
had taken care of the books and the 
office work for many, many years, and 
the memory of this association with his 
commercial operations bore so heavily 
upon him, that Aldon decided to dis- 
pose of the enterprise and forget all 
business memories of the past. 

With this in mind Aldon interested 
one Joseph Lenrer in the purchase of 
the stock of the corporation. After con- 
siderable dickering the sum of $27,000 
was agreed upon as the purchase price 
of the business. 

In order to cover his identity Lenrer 
then proceeded to obtain the services 
of one Abraham Torper, whose sole 
experience in business was represented 
by the ownership and operation for 
eight years of a small neighborhood 
hardware store, to act as the “dummy” 
for him in acquiring the enterprise. 
Torper was heavily indebted to Lenrer 
for loans of money and merchandise 
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and had no alternative but to follow 
the request of his largest creditor. Tor- 
per is next seen as president of the 
Market Trading Co., Inc., signing all 
of the necessary legal papers and mak- 
ing payments with funds furnished by 
his sponsor. Lenrer was the owner and 
the brains. Torper was the cover. 

Lenrer had a host of friends, or per- 
haps, I should say young co-operative 
associates. Most of the commercial 
racketeers are young men. Three of 
his trusted lieutenants were now put 
into the business in responsible capaci- 
ties, one as secretary and treasurer, one 
as accountant, and the other as ship- 
ping clerk and general handy man 
around the office. A general handy 
man can do everything no one else 
can do. 

These men immediately began to 
send out thousands of circular letters to 
mercantile houses throughout the 
country whose names were taken from 
trade directories requesting either cata- 
logues or that salesmen with samples 
be sent to call. This is a slight variation 
of the typical process of placing un- 
solicited orders and the fact that orders 
for $470,869 worth of merchandise 
could be placed in three weeks indi- 
cates the speed of operations. The 
premises were actually deluged with 
merchandise of every nature and de- 
scription. 


False Appearances 


The less experienced members of the 
merchandise world who received or- 
ders and who called at the place of 
business, were temporarily misled by 
the tremendous size of the quarters and 
the busy appearance as well as by the 
lack of knowledge of the change in 
responsible control. The rear of the 
premises where the merchandise kept 
pouring in was not visible, but the out- 
ward appearance of the tremendous 
office where a large number of girls 
were busily engaged in sending out 
thousands of letters seeking outlets for 
merchandise, and asking salesmen to 
call with samples, deluded them into 
the desire to sell. And many sold. That 


merchandise was subsequently resold 
as low as 25 per cent below cost, pro- 
vided the customers paid cash. 

Simultaneously when the creditors 
asked for cash, a financial statement 
signed by the treasurer for credit pur- 
poses was given wide distribution. No 
payments were made on account. Of 
course not. That statement showed a 
net worth of about $130,000 and as 
everyone learned later, was absolutely 
false to the extent of well over $100,000. 
The accountant for the Market Trad- 
ing Co. swore at the trial that the fig- 
ures had been prepared at Lenrer’s 
office at Lenrer’s direction to give the 
appearance of being similar to the 
balance sheets issued by the previous 
management. Hundreds of these fi- 
nancial statements were mailed to 
creditors. 

As soon as the merchandise was re- 
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ceived the shipping clerk would strip 
the cases of all identification marks and 
send the goods to Lenrer’s own nearby 
place of business. This procedure con- 
tinued until October 5, when a Post 
Office inspector accompanied by a 
United States marshal with a warrant 
for the arrest of several of the officers 
and employees raided the premises as 
a result of complaints. Then followed 
the petition in bankruptcy. 


Three Busy Weeks 


This particular “failure for profit” 
was carried on in a wholesale way and 
it took a period of but three weeks to 
do it. These operators had no interest 
in the amount of receivables, the stock 
of merchandise, the size of the net 
working capital, the investment in 
fixed assets, the amount of liabilities, or 
in the proportions of balance sheet 
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items. They were sole!y interested in 
getting as much merchandise into their 
premises as possible and not paying one 
cent for it. 

The basis for this perfect set-up was 
in the fact that the creditors failed to 
receive any notice of the change in con- 
trol of the corporation, or of the elec- 
tion of Torper as president to succeed 
Henry Aldon, and naturally assumed 
that the business was being operated by 
the same individuals and in the same 
manner that it had been operated for 
several years. That was not exactly 
unnatural. One would not expect a 
change in stock ownership and man- 
agement of a responsible enterprise 
ending in a fraudulent failure with no 
visible assets, all to take place within 
five weeks. Hardly! 

The fact that control had changed 
hands had been carefully and purpose- 
ly withheld by Lenrer from all sources 
of credit, and on that basis alone did 
he plan his “failure for a profit.” 

The story ends with the trial, con- 
viction and sentence to a Federal peni- 
tentiary for four years of Lenrer and 


three of his whole-hearted associates. 

The earmarks of a concern which is 
planning a fraudulent failure should 
be easily recognized by the experienced 
creditman. It is due to this fact that 
the life span of the business enterprise 
through which fraud is attempted 
is so short—four, eight, or twelve 
weeks. Only in an occasional instance 
does the span from birth to maturity 
and old age last a trifle longer. When 
old age comes, the business is dead, 
never again to be resurrected. 


Earmarks of Fraud 


The first earmark indicating that an 
enterprise might be of a parasitical 
nature is the record, or the lack of 
record, of the individual who is oper- 
ating the business. If his commercial 
history can be explored—and some- 
times it can be located—one generally 
learns that he has been involved in 
previous fraudulent failures, question- 
able fires, and at times has even lived 
under restraint in institutions operated 
if not endowed by the Federal Govern- 
ment or one of the forty-eight States. 

On the other hand, if his record is a 
mystery, if he refuses to tell with whom 
he previously has been associated so 
that his experience and his qualifica- 
tions can be traced and considered, then 
conclusions can be drawn just as ac- 
curately and just as rapidly as in Jevon’s 
examples in logic. The need to cover 
up earlier escapades is absolutely essen- 
tial or the knowledge of those events 
will cramp the headman’s style in plac- 
ing orders for merchandise. 

If the record of the principal, or the 
lack of information regarding his 
record, fails to cast some doubt upon 
the legitimacy of a prospective fraud, 
then the game is given away when 
orders are received for the purchase of 
merchandise. Those orders invariably 
are for larger quantities of merchandise 
than the size of the concern and the 
length of time it has been in existence 
would warrant, and that fact alone 
should cause the recipient to raise his 
eyebrows and wrinkle his forehead. A 
superficial investigation or analysis at 
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this stage invariably saves the day, the 
cost of the merchandise, and shipping 
expenses. 

The second earmark is the fact that 
a great percentage of the orders for 
merchandise are unsolicited orders. It 
is difficult even at the peak of prosperity 
to obtain business, and so when a large 
order arrives at the sales manager’s desk 
from an enterprise which he previously 
did not know was even in existence, 
and on which his salesmen had never 
called, then, if that order is nonchalant- 
ly accepted, it’s time for that sales man- 
ager to wonder if the millennium has 
really arrived. 

Finally, the third earmark, if one 
happens to be in a position to see what 
is going on, is the fact that orders are 
being placed with manufacturers and 
wholesalers for diverse lines of mer- 
chandise which in the course of normal 
operations are never handled by the 
same enterprise—like a delicatessen 
store placing orders for overstuffed 
furniture or a restaurant for a few gross 
of ice skates—then the jig is self-evi- 
dent. No legitimate enterprise buys 
merchandise in large quantities which 
it does not expect to sell. So there you 
are. 

These attempts at commercial fraud 
are descriptive of one very small sector 
of our complicated business life and 
activity which more than anything else 
provide the contrast with daily living in 
such other parts of the world as Santa 
Eulalia on the island of Ibiza. Ina cul- 
ture where profits, where money pro- 
vides the outstanding urge, there must 
always be those who will not be re- 
strained by the accepted rules of society. 
However, while Lomassi and Lenrer 
and their associates were attempting to 
profit at the expense of creditors, hun- 
dreds of thousands of legitimate busi- 
ness enterprises were being operated by 
business men who were attempting to 
earn legitimate profits according to 
accepted competitive principles and in 
an atmosphere far more characterized 
by charged energy and sustained effort 
than the carefree near-idleness of the 
Balearic Isles. 
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ANY of the index numbers 

published in Dun’s Review are 
labeled “adjusted for seasonal varia- 
tion”—or simply “adjusted.” The ac- 
tual mathematical processes by which 
these adjustments are made are quite 
detailed and of no great general in- 
terest, but there are broader questions 
regarding the measurement of seasonal 
variation with which all users of sta- 
tistical: series should be familiar and 
many of these same problems must also 
be faced in any attempt to reduce the 
amount of seasonal fluctuation in a 
particular line of business. 

The accompanying chart of depart- 
ment store sales shows the outward 
differences between an index adjusted 
for seasonal variation and one without 
seasonal adjustment, but the differences 
in what these indexes mean cannot be 
as neatly portrayed. The “unadjusted” 
index shown on the chart reflects the 
composite effect of all the many in- 
fluences on department store sales. The 
“adjusted” index number, on the other 
hand, is designed to reflect all in- 
fluences except those related to the sea- 
son of the year. 

Variations in an index that are pro- 
duced by such seasonal influences may 
be defined as offsetting changes recur- 
ring at regular annual intervals. Over 
short periods of time, the unadjusted 
index of department store sales is domi- 
nated by movements of this character 
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which all too often serve only to con- 
fuse the picture. The business man or 
business analyst is frequently interested 
in the effect of the business cycle, of 
long-time trend, and of unusual occur- 
rences such as payment of the bonus, 
strikes, and floods as a measure of the 
effect of such forces, a comparison of 
unadjusted indexes for different pe- 
riods is likely to be worse than mean- 
ingless. Without seasonal adjustment, 
department store sales declined 47 per 
cent from December, 1932, to January, 
1937, but, if the usual sharp seasonal 
decline from December to January is 
taken into consideration, sales rose 


50 per cent during this same interval. 
Unadjusted index numbers—or for 
that matter absolute figures of amount 
of sales, number employed, prices, fail- 
ures, and the like—register the com- 
bined effect of all kinds of influences, 
regardless of their significance. Ad- 
justed index numbers by excluding the 
effects of seasonal influences throw 
more clearly into relief movements of 
greater permanent consequence. 
Weather conditions are responsible 
for much of the seasonal variation in 
our economic system. Most agricul- 
tural activities are highly seasonal and 
the violent fluctuations shown in the 
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chart for canning reflect the depend- 
ence of this industry on maturing crops. 
Other industries closely allied to agri- 
culture are also subject to wide varia- 
tions and so to a lesser degree are bank- 
ing and trade in agricultural regions 
or processing centers. 

Construction is also a fair-weather 
industry and its seasonal pattern is re- 
flected with varying degrees of fidelity 
in many of the industries producing 
construction materials. For some of 
them, like lumber and brick, favorable 
weather is a direct as well as indirect 
stimulus to activity. The season of the 
year affects others, such as structural 
metal work, chiefly through changes in 
demand from their highly seasonal best 
customer. 

Many consumers’ goods industries 
are highly seasonal because weather 
conditions influence the kinds and 
amounts of clothing we wear, food we 
eat, and fuel we burn. The navigability 
of lakes and rivers, the opening of the 
“season” at resorts, and the availability 
of baseball diamonds or hockey rinks 
are all subject to weather conditions, 
and they all affect many other sides of 
our economic life that are not so direct- 
ly dependent on the elements. 

Not climatically induced, but equally 
“seasonal,” are variations in trade and 
industry arising from social conven- 


tions linked in some way to the calen- 
dar. Christmas shopping usually 
makes department store sales in De- 
cember more than twice as great as in 
January and the Easter season also 
brings an important sales increase. Tax 
payments, settlement days, the periodic 
renewal of union agreements, and va- 
cation periods occur now to a consider- 
able extent at conventional dates and 
cause periodic fluctuations in widely 
varied fields of activity. 


Other Influences 


Another important group of seasonal 
influences on business conditions origi- 
nate in the practices of business itself 
rather than in weather conditions or 
more general social customs. August 
and February sales are quite general 
retail practice and periodic style shows 
and conventions usually result in tem- 
porary production, employment, and 
sales increases. Perhaps the most per- 
vasive of such influences is the prac- 
tically uniform date for automobile 
model changes which has not only a 
marked effect on the seasonality of the 
automobile industry but also a measur- 
able seasonal influence on other large 
industries, such as the railroads, steel, 
glass, and rubber. 

Nearly every industry is the focus of 
seasonal influences which originate 
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from one or more of these three gen- 
eral sources and, reflecting the tendency 
of seasonals to beget seasonals, the fluc- 
tuations in this one industry are often 
transmitted forward to its customers, 
backward to its sources of materials, 
and outward to the firms which sell to 
its employees. 

Where seasonal variation is present 
in an index, it usually changes some- 
what over a period of years either be- 
cause different seasonal influences are 
at work or because of modifications in 
those already affecting the series. The 
introduction of new model cars pro- 
vides a striking illustration of this fact. 
In 1934 and earlier years new models 
were introduced over the year-end with 
the result that the influence of the 
model change and of the passing of bad 
driving conditions combined to pro- 
duce a high rate of activity from Feb- 
ruary through September followed by 
four months of very low production. 


Improved Pattern 


The model change date, however, 
was a seasonal influence that could be 
used to modify rather than accentuate 
the climatic influences and it was de- 
cided in 1935 to introduce the new cars 
in the Fall. In this way some people 
were induced to buy automobiles in the 
late Fall and Winter instead of wait- 
ing for more favorable weather and, 
as a result, production during Novem- 
ber and December was greatly in- 
creased over the level of earlier years. 
The accompanying chart shows the im- 
provement in the steadiness of employ- 
ment resulting from this change in the 
seasonal pattern of automobile produc- 
tion. In no month of 1936 was there 
as great relative seasonal unemploy- 
ment as in both October and Novem- 
ber, 1934. 

Few seasonal influences have been 
altered as abruptly as was the model 
change date of the automobile industry 
and indeed there are a few index num- 


From augurous blossoms to abandoned 
ladder, in miniature the agricultural 
cycle which periodically presses banks, 
floods markets, and absorbs idle labor. 
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bers in which both the amount and the 
timing of the seasonal movements ap- 
pears to be constant year after year. 
But as a result of a recent revision of 
adjusted employment indexes made by 
the Board of Governors of the Federal 
Reserve System, it was found that out 
of the 58 industries for which data were 
available as far back as 1923, 54 showed 
some changes in their seasonal move- 
ments. 

A special case of changing seasonal 
variation arises from the fact that, 
much to the annoyance of statisticians, 
Easter may occur as early as March 22 
or as late as April 25. In compiling the 
adjusted index of department store 
sales charted above it was found that 
changes in the date of Easter could 
make more than 15 per cent difference 
in the relationship between March and 
April sales and special adjustments 
were made to remove the effects of such 
changes from the index. 

Those who interpret the current state 
of business activity have long recog- 
nized the existence of seasonal varia- 
tions and have made informal allow- 
ances for months that were considered 
“slack” or “busy.” Such informal al- 
lowances, however, are of doubtful 
accuracy. 

Similarly the comparison of, let us 
say, a current June figure with June a 


1933 1934 1935 1936 1937 


year ago is an accurate method of 
“seasonal adjustment” only if the sea- 
sonal influences at work have had 
about the same effect on each of the 
two months. As we have already seen, 
this is frequently not the case. But 
even if the comparison of the two 
months does reflect accurately non- 
seasonal changes during the year, one 
must know in addition whether the 
preceding June was high or low and 
whether the trend of sales was then up- 
ward or downward in order to under- 
stand fully the meaning of the current 
figure. 


Analysts’ Pitfall 


Department store sales, for example, 
during April, May, and June of this 
year showed smaller percentage in- 
creases over the corresponding months 
of 1936 than they did in January, Feb- 


_ruary, and March. This does not mean, 


as some writers have suggested, that 
the trend of sales was downward in the 
second quarter of 1937. As the adjusted 
index on the chart shows, sales in the 
second quarter were maintained sub- 
stantially at the level reached in the 
first quarter of the year and the decline 
in the twelve-month comparison is a 
reflection not of any decline in sales 
during 1937 but rather of the rapid in- 
crease which took place in 1936. 
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Both informal allowances and 
twelve-month comparisons are too 
cumbersome to use in explaining non- 
seasonal movements over a period of 
several years. For this purpose figures 
or charts are superior to words and a 
need was felt for a mathematical 
method of allowing for seasonal varia- 
tion that could be used to adjust the 
basic figures more accurately and more 
directly. 

The mathematical allowances that 
have been developed are usually ex- 
pressed as percentages. Thus depart- 
ment store sales in December are cur- 
rently found to be 175 per cent of a 
month that is average from a seasonal 
standpoint. (It should be pointed out 
that in a series with a large amount of 
seasonal variation there is often no par- 
ticular month that is “average” or 100, 
because the seasonal influences work- 
ing to raise activity are seldom exactly 
cancelled by seasonal influences in the 
other direction.) These percentage al- 
lowances are the “seasonal adjustment 
factors” of a series and the seasonal fac- 
tor for each month is used as a divisor 
of the corresponding unadjusted index 
number to obtain an index “adjusted 
for seasonal variation.” 

One way of determining the values 
for a set of seasonal factors is to average 
all the January figures, then the Feb- 
ruary figures, and so on through De- 
cember and then compute the per- 
centage which each of these averages 
forms of the average for all 12. This 
method has only its simplicity to recom- 
mend it. Suppose it had been applied 
since 1932 to the unadjusted index of 
department store sales shown above. 
This index shows not only seasonal 
fluctuations in sales but also a cyclical 
increase continuing through the re- 
covery period. Each December is, 
therefore, higher than the preceding 
January because of both seasonal and 
non-seasonal influences. Thus a sea- 
sonal factor obtained by averaging the 
December figures would include non- 
seasonal as well as seasonal differences 
from the other months. Applying such 

(Continued on page 48) 
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EXAMPLES OF SEASONAL VARIATION 


Seasonal Adjustment Factors, Federa! Reserve System 
Board of Governors—Average for Year = 100 
Ick CrEAM Brick, Tite AND Terra Cotta 


Factory EMpLoyMENT, 1936 Factory EMPLoyMENT, 1936 
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STRUCTURAL AND ORNAMENTAL 
METALWORK 
Factory EmMpPLoyMENT, 1936 
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Car Loapines, 1936 


MeEn’s CLoTHING 
Factory EMpLoyMENT, 1936 


FMAM J J 


AUTOMOBILES 


Factor PLOYMENT, I ND 
Even in the simple, clear-cut in- 


stances of seasonal variation shown 
on this page, charts tell the stories 
of industrial cycles better than 
words. It is readily apparent, for 
example, that such a trade custom 
as the date of the automobile show 
can influence month-to-month pro- 
duction considerably, that the cloth- 
ing manufacturers have failed to 
make men buy for four seasons in- 
stead of two, and that it is utr- 
tually impossible to tron out the 
employment swing in canning. 
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CANNING 
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RELATIVE IMPORTANCE OF DETAILED EXPENSES IN FIVE WHOLESALE TRADES 
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NEW OPERATING YARDSTICKS FOR 
FIVE WHOLESALE TRADES 


BUCKET of paint, a piece of 

carpet, a pair of silk stockings, a 
bag of flour, an automobile tire—such 
are the diverse articles sold by five 
wholesale trades for which Dun & 
BrapstreEeT, Inc., has just computed 
typical 1936 operating ratios. 

As the first bar chart above makes 
plain, gross margins, profits, and ex- 
pense items, as percentages of sales, 
vary widely from trade to trade. In 
the automotive and equipment line, 
for example, warehouse and shipping 
charges are more than double what 
they are in floor coverings. Again, de- 
livery and cartage expense is four times 
greater for paint and varnish houses 
than for dry goods concerns. Continu- 
ing to review the expense breakdowns 
for these five trades, a wholesaler in any 
one of them might say with apparent 
justification : “My business is different.” 


GEORGE T. BRISTOL 


Editorial Staff, Dun’s Review 


There is, however, another way to 
present the same data; that is to show 
each expense as a percentage of total 
expense. When this is done, as in the 
second chart above, the variations 
which appeared in the first chart di- 
minish considerably — many indeed 
evaporate. In direct proportion to the 
extent of the services they perform, dif- 
ferent wholesale trades incur varying 
amounts of total expense. But within 
these totals, it seems, the proportions 
attributable to each detailed expense 
remain remarkably constant. Perhaps 
an alert jobber, even though his “busi- 
ness is different,” can learn much from 
the study of operating experiences in 
other lines of trade. 

If operating yardsticks for a particu- 
lar trade have a measure of value for 
wholesalers in general, certainly they 
have more so for jobbers in the same 
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line of business. It is doubtful, of 
course, that expenses for any one con- 
cern should ever be expected to conform 
exactly to the averages for others in the 
same line. A man who weighs 185 
pounds instead of 165, the average 
weight for a man of his age and height, 
can be perfectly healthy. His greater 
weight might be justified by a heavy 
bone structure, his type of occupation, 
or a number of other considerations. 
On the other hand, a man becoming 
conscious of his deviation from the 
average and finding no good reason for 
it, may visit his doctor and perhaps 
learn of an unhealthy condition before 
it is too late. 

The expense ratios which appear in 
the table on page 21 are such measures 
of size and health. But like averages 
for the weight of human beings they 
obscure important, often legitimate, 
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deviations. The Dun & BrapstrEetT 
surveys are among the few studies of 
wholesale operating ratios which have 
taken into account the influence of vari- 
ous merchandise lines within a single 
trade. How much this consideration 
modifies the more general standards 
set up by degree-of-profitability and 
volume-of-sale breakdowns becomes 
apparent as one reviews the findings of 
the five surveys. 


Automotive 


In the automotive and equipment 
line—garage supplies and automobile 
parts and accessories—the classification 
by volume of sales tells a simple story. 
Gross margin, total expense, and virtu- 
ally all detailed expense items diminish 
as one proceeds from the smaller to the 
larger enterprises. Expense declines at 
a slightly sharper angle than does gross 
margin, and accordingly profits in- 
crease slightly in favor of the larger 
houses. 

What the degree-of-profitability 
table demonstrates is less plain. Mar- 
gins do not seem to be related in any 
consistent manner to profits. As stud- 
ies of other wholesale lines also have 
shown, profits appear to be the result of 
holding down expenses, which is not 
surprising since purchase and sale 
prices are more or less prescribed by 
competition and further influenced by 
manufacturers’ suggested price sched- 
ules. 

During the last few years several in- 
fluences have combined to change the 
character of the merchandise handled 
by wholesalers in this trade. Chain 
stores have become a major outlet for 
accessories. Many accessories, of 
course, have become standard equip- 
ment on new cars, and automobile 
manufacturers, moreover, have brought 
pressure on dealers to use only the 
manufacturers’: accessories as replace- 
ments. Finally, filling stations sup- 
plied by the oil companies also distrib- 
ute accessories. 

As a result of these changes, the 
accessories volume of wholesalers has 
dwindled and that which remains is 
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Dry goods houses which did more than half of their business in supplying retailers 
with piece goods made better profits last year than jobbers specializing in other lines. 


evidently none too profitable. The 
table on page 23, presenting operating 
ratios by merchandise lines, shows a 
narrower gross margin and a smaller 
profit for the few concerns which spe- 
cialize in accessories, as against compar- 
able figures for the concerns which 
carry the normal major line, replace- 
ment parts. 

In the greater number of cases in 
which replacement parts constitute a 
major part of merchandise handled, the 
remaining sales are commonly spread 
over three or four other lines, none of 
which exceeds 10 to 20 per cent of the 
volume. In those few instances in 
which machine shop sales comprised 
from 20 to 40 per cent of the volume 
better than average profits resulted. 
Where an exceptionally large share of 
the volume consisted of garage equip- 
ment, margins were thinner than aver- 
age and total expense greater. The 
lowest margin was realized by those 
larger-than-average concerns which at- 
tempted to spread their volume more 
or less evenly over several merchandise 
lines. Although they spent the least on 
selling and recorded the lowest total 
operating expense of any group, their 
profits were considerably below the 
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percentage attained by all concerns to- 
gether. 

An indication of the value of analysis 
by merchandise lines appears in de- 
tailed inspection of the three enter- 
prises which achieved profits of more 
than 10 per cent. For all of them sales 
of replacement parts accounted for 
more than 60 per cent of their volume, 
and one handled an unusually large 
proportion of machine shop work. 
The degree-of-profitability table shows 
only that these concerns sold on the 
widest margin. The merchandise-line 
table tells why; replacement parts and 
machine shop sales generally yield the 
best margins. 


Dry Goods 


In dry goods jobbing no clearly de- 
fined tendencies of major importance 
appear in the breakdown by volume of 
sales. There is little variation in either 
the gross margin or total expense col- 
umns, and although inventory turn- 
over accelerates with each increase in 
sales volume, the spread between the 
slowest and the fastest stockturn is not 
great. 

Once again a moderately firm gross 
margin level and a declining total ex- 
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pense slope appear in the degree-of- 
profitability table, with expense exceed- 
ing 20 per cent in the case of losing con- 
cerns and becoming less than 12 with 
the most profitable. 

In its analysis of the 594 largest cor- 
porations for 1933, the Twentieth Cen- 
tury Fund reported in How Profitable 
Is Big Business? that of the profitable 
enterprises the smallest ones were the 
more profitable and the largest ones the 
less so and that of the unprofitable con- 
cerns the smallest ones were the more 
unprofitable and the largest ones the 
less so. This suggests that the largest 
concerns are more stable profit makers. 

In the Twentieth Century Fund’s 
study profits were computed on net 
worth and total assets were used as a 
measure of size. In the Dun & Brap- 
sTREET Wholesale surveys, profits are, of 
course, percentages of sales, and vol- 
ume of sales serves only as an approxi- 
mate indication of size. Nonetheless 
it is interesting to note that in this study 
of dry goods wholesaling the same re- 
lationship between size and moderate- 
ness of earnings as that noted by the 
Fund’s study seems to be present. The 


jobbing houses which suffered losses 
and those which made the greatest 
profits, more than 5 per cent on sales 
(about 18 per cent on net worth), were 
concerns whose sales were about half 
the average amount. Those in the 
middle profit brackets were the ones 
with greater-than-average volume. 
About half of the wholesale dry 
goods firms sold less thar 30 per cent 
of their volume in piece goods, the 
other half selling from 30 to 60 per cent. 
The houses selling more than 50 per 
cent in piece goods realized the best 
profit in the merchandise lines classi- 
fication, achieving it moreover on the 
narrowest margin. ‘Those houses 
which sold notions and more than the 
normal proportion of ready-to-wear ar- 
ticles also enjoyed a better than average 
return. Stockturn was fastest for ready- 


to-wear and furnishings. 


Bakery Supplies 
Both the volume-of-sales and profit- 
ability tables show clearly that the larg- 


est bakery and confectionery supply 
houses enjoyed the best profits, and in 


this trade on a wider than average mar- 


AUTOMOTIVE AND EQuIPpMENT TRADE: OPERATING Ratios BY MercHaANnDISE Lines 


Replacement Garage 
Parts Accessories Equip- Machine — Concerns 
more than more than ment Shop Sales with 
All 50° 30 to 50% 40°, Diversified 
DEscRIPTION OF CONCERNS Concerns of Sales of Sales of Sales off Sales Lines 
Number of Concerns Reporting. ........ 124 60 14 9 6 7 | 
Number Profitable Concerns 107 52 11 7 5 23 
Average Net Sales (in Thousands) . $326 $283 $256 $229 $266 $468 
Replacement Part Percentage... .. 44.0 67.4 14.6 38.1 39-3 243 
CoNDENSED STATEMENT 
(Per Cent of Sales) 
Goods Sold. 68.3 937 70.7 68.4 43 
ore 25.5 274 23:7 27.9 27.4 23.4 
Total Salaries and Wages.......... 20.4 23.8 18.0 19.5 17.3 14.2 
Operating Profitior Loss... 4.0 2.6 1.4 3 
Dera, oF ExPENSES 
a (Per Cent of Sales) 
Total Selling: Expense 8.9 9.5 8.4 10.9 11.3 7.8 
Selling Salaries. (7.8) (8.6) (7.5) (9.5) (6.7) (6.9) 
Total Buying 1.4 15 0.9 1.0 
Administrative Expense. .............. 8.1 8.8 8.2 7.6 7.4 
Warehouse and Shipping Expense. ...... 2.5 2.0 2.9 2.4 
Delivery and Cartage Expense.......... 1.5 ts 1.7 2.1 1.2 1.4 
Losses from Bad Debts... 0.7 0.8 0.4 1.2 0.7 0.8 
OrHER OPERATING RATIOS 
Inventory Turnover (Times per Year)... 3.8 2.9 4.6 3.8 4% 3.8 
Increase in Sales from 1935......---+++ 18.3 16.6 11.5 21.0 18.2 20.9 
* May include other expenses not listed. Percentages in parentheses do not necessarily add up to totals above them. 


gin, rather than with less total expense. 
A possible explanation may lie in the 
nature of the supply houses, which 
themselves manufacture much of the 
merchandise they distribute. It is not 
unlikely that the result is to modify 
somewhat the free play of competitive 
forces, just as in the grocery trade the 
manufacture of private brands achieves 
the same end. 

The normal lines carried by the 
supply houses are food products, equip- 
ment, and sundry items. Several en- 
terprises sold from 50 to 70 per cent of 
their volume in sundries, and some 
from 70 to go per cent. Again there 
were six which sold from 20 to 4o per 
cent in food supplies of their own 
manufacture and two which sold more 
than 70 per cent. The principal point 
which emerges from an examination of 
these four classes of distributors is that 
specialization pays. The profitable en- 
terprises which sold principally one 
line or the other made a better showing 
than the profitable ones which sold less 
of either line. As a corollary of this, 
the unprofitable concerns which spe- 
cialized in one or the other lost less than 
those which did not. 


Paint and Varnish 


Four wholesalers with annual sales 
of less than $100,000 made the best 
showing in the paint and varnish trade, 
in the analysis according to volume of 
business done. This they accomplished 
with a broader margin than is common 
and with the highest percentages in de- 
livery and cartage expense, rent, and 
losses from bad debts. The two most 
profitable enterprises also secured an 
exceptional spread between the cost of 
goods and their resale price, but in ad- 
dition recorded less than average out- 
lays under these three expense items. 

Concerns specializing in credit busi- 
ness appeared to make more careful 
investigations of credit lines than the 
remaining houses. Their bad debt 
losses, computed as a percentage of 
total sales, average less than half the 
comparable ratio for wholesalers who 
sold a much smaller proportion of their 
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goods on credit. If the respective Dry Goops Trape: Oreratinc Ratios py Mercuanpise Lines 
losses were computed as percentages of Piece Goods—, Hosiery Underwear ~———Notions———, 
credit sales the contrast would be even 20 to 50°% 2010 50% 20to050% 20t050% or 
‘ h of Sales of Sales of Sales of Sales of Sales of Sales 
snarper. DescriPTION oF CONCERNS 
The merchandise-line analysis shows Number of Concerns Reporting. ..... 16 3 6 8 6 3 
that houses which specialize in paints Number of Profitable Concerns. :.... 16 3 6 7 6 3 
and enamels attained the best margins, Aggregate Net Sales (in Thousands).. $17,666 $899 $2,549 $5,356 $5,960 $780 
ET RS a Average Net Sales (in Thousands)... $1,104 $300 $425 $670 $993 $260 
which concentrate a large part of their ConpDENSED STATEMENT 
~ p 
] i (Per Cent of Sales) 
| glass and wallpaper could Cost at 83.0 85.5 81.8 82.4 81.8 79.1 
average profits. Margin’. 17.0 14.5 18.2 17.6 18.2 20.9 
Selling and administration generally Total Expense. 14.4 9.2 15.7 15.8 14.4 170 
: | account for about three-fifths of total Operating Profit (or Loss).......... 2.6 5.3 25 1.8 3.8 3.8 
expense in this trade. In the handling 
| 5 EXPENSES 
gi of a substantial amount of paints and (Per Cent of Sales) 
| enamels, however, as opposed to spe- Total Selling Expense*. 6.0 4-3 6.7 6.4 6.9 
greater diversification, the two items of 
selling and administration amount to Administrative 3.6 45 
70 per cent of total expense. Warchouse and Shipping Expense... . £1 1.8 is 2 22 
Delivery and Cartage Expense. ...... “6 5 3 2 a 
Floor Coverings AU Other Expenses... 2.0 1.3 1.9 2.0 7 
For the floor covering trade profits i 
7 ranged so closely around the average Inventory Turnover (Times per Year) 4.4 4.0 3.9 4.2 4.4 43 : 
that there is no sound basis for making Increase in Sales from 1935......... 14.3 31-0 15.0 14 12.9 10.3 : 
: profit comparisons. About half of the * May include other expenses not listed. Percentages in parentheses do not necessarily add up to totals above them. 2 
enterprises which submitted operating 
ratios had annual sales below $1,000,- 
half above. Margins and total ex- ° Paint AND VARNISH TRADE: OperatiNG Ratios By MERCHANDISE LiNEs 
000, 
Paint Glass and 
pense for the first group were both and Enamels Specialties Waleaee 
° 50t v5 20 to 30% 0 to 60% 
: somewhat higher than for the second. All Concerns 
In accounting for the difference in total DESCRIPTION OF CONCERNS 
lin Number of Concerns Reporting...... 15 8 6 5 
P Number of Profitable Concerns. ..... 14 8 6 4 
part; fractional savings were apparent Aggregate Net Sales (in Thousands) . . $3,287 $1,173 $2,117 $1,803 
| all along the line. Average Net Sales (in Thousands) . . . $219 $147 $353 $361 
Analysis by Lines CONDENSED STATEMENT 
| (Per Cent of Sales) 
The analysis by merchandise lines Cost of Goods Sold................ 73.2 72.0 76.2 75.9 
shows that the wholesalers reporting 26.8 28.0 23.8 24.1 
sell principally either hard surface floor 
’ Operating Profit (or Loss).......... 4.0 3.0 4.4 1.6 
coverings or carpets and rugs. It also 
indicates that the hard surface whole- DeraiLep Expenses 
oe (Per Cent of Sales) 
carpet distributors, on y one having Selling (5.4) (5.9) (5.2) (5.6) 
: sales over 1,000,000. Nevertheless these Advertising ..............,0- (1.0) (1.2) (0.9) (0.9) é 
enterprises have the below- average Administrative Expense. ........... 7.6 9.8 5.8 7.0 ' 
gross margin and total expense ratios Warchouse and Shipping Expense... . 2: 2.6 2.0 3:2 
Delivery Cartage Expense. ...... 2: 3; 22 
» which were characteristic of the larger 
All Other Expenses:. 3-4 2:3 2.8 3.6 
concerns. It is apparent, therefore, . 
that in the floor coverings trade, just OTHER OPERATING Ratios z 
as we have seen in many others, opera-_ !ventory Turnover (Times per Year) 36 35 
Increase in Sales from 1935...... : 15.6 22), 20.8 6.6 
tions are influenced as much, or more, pig 
cash Discounts to Customers........ 0.9 0.9 0.8 0.9 
2 by kinds of merchandise handled as by Cash Discounts Received............ 7 1.8 1.8 1.3 Es 
We volume of sales. * May include other expenses not listed. Percentages in parentheses do not necessarily add up to totals above them. 
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In defending his pricing policy, must a supplier cite the costs relating to the specific 
transactions involved in the complaint or may he rely on a more general cost base? 


A NOTE ON COST UNDER THE 
ROBINSON-PATMAN ACT 


WILLARD L. THORP 


Director of Economic Research 
Dun & BrapstrEET, INc. 


HE Robinson-Patman Act estab- 

lishes cost difference as one of the 
tests for the propriety of a price dis- 
crimination. In connection with the 
cost test, there is one problem deserv- 
ing special mention. The proviso in 
the Act permits differences “resulting 
from the different methods or quanti- 
ties in which such commodities are to 
such purchasers sold or delivered.” 
“Such commodities” refers back to the 
phrase “commodities of like grade and 
quality.” “Such purchasers’’ refers 
back to the phrase defining the inter- 
state character of the purchaser. 

To what extent must the costs be the 
costs relating to the specific transactions 
involved in the complaint, or may they 
be more general costs relating to the 
type of transaction? This question is 
not specifically answered in the Act. 

In applying the cost test, there are 
three general bases which might be 


used: First, the cost of the specific 
transactions under examination; 
second, the cost constantly experienced 
by the particular manufacturer in- 
volved for the type of transaction; 
third, general costs established for the 
industry for the type of transaction. 
Not only does this choice have definite 
implications for accounting, but also 
for fixing the burden of the law upon 
the business man. 

The first basis, costs as determined 
on every separate transaction, involves 
of course the most meticulous sort of 
record keeping. It implies an ability 
to forecast costs in specific situations 
as a basis for pricing far beyond the 
actual ability of any business man or 
accountant. Nor on any basis of eco- 
nomic theory should price correspond 
to transaction-costs. 

Other conditions being equal, prices 
should presumably be uniform in a 


given market, regardless of differences 
in costs which have gone before in the 
production of the specific goods. If by 
chance, a machine breaks down so that 
the cost of producing a particular lot 
is extremely high, that can hardly 
justify a higher price for the transaction 
involved. 

Any such basis for testing price dis- 
criminations seems fairly absurd as a 
working principle. It would presum- 
ably result in price differentials far 
below those technically justified, in 
order to provide a sufficient margin of 
safety for every individual transaction. 

At the other end of the scale would 
be the development of standard cost 
items for an entire industry. This 
would be by far the easiest and least 
expensive approach to the problem, but 
it is doubtful if it would be entirely 
satisfactory. Even within industries, 
the processes of production are not 
sufficiently standardized so that given 
quantity differences, for example, 
would yield the same economies to all 
producers. Where there is marked 
standardization, as for example in an 
item such as an allowance for cotton 
rather than burlap bags, one could 
more easily defend a general industry 
standard. 


Use of Records 


Even if we had a complete record of 
various costs for the individual mem- 
bers of a given industry, how might 
they be applied—by an average, by the 
extreme, or by some figure regarded as 
“reasonable”? For example, suppose 
the average savings in an industry for 
car-load lots was 10 per cent, the maxi- 
mum economy by some producer was 
18 per cent, while go per cent of the 
operators saved less than 15 per cent. 
If the principle is accepted that one 
may always meet a competitor’s legiti- 
mate price, then 18 per cent should be 
permissible for all (assuming that the 
producer takes full advantage of his 
economy in his pricing). 

But the more vigorous advocates of 
the Patman Act would resist such an 

(Continued on page 47) 
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NE OF the most highly contro- 

versial subjects discussed among 
marketers of petroleum products is that 
of credit, particularly that phase which 
relates to the granting of credit to the 
consumer. On one hand there are 
vigorous and virile supporters of any 
plan that provides ample and easy 
credit facilities to automotive vehicle 
registrants and householders. Such 
support of late has not been confined to 
sales executives, but has included credit 
administrators as well, to an extent 
which might easily change the title 
of this discussion to “Credit Losses— 
and How!” Then there are equally 
voluble and voracious adherents to a 
program which restricts all consumer 
sales to cash, so that again the thought 
of a different title occurs, perhaps 
“Credit Losses—Avoid Them by Sell- 
ing for Cash Only!” 

Is there a sane, sensible medium? If 
so, how is it to be attained? Wherein 
lies the answer? 

The first significant fact to be recog- 
nized in any study of consumer credit 
in the oil business is the unwarranted 
growth in the number of retail outlets 
dispensing petroleum products. Ac- 
cording to figures released late last year 
by the Bureau of the Census, there were 
iN 1929 121,513 such enterprises, with 

From the days of the motor-driven 
covered wagon (right) down to the glit- 
tering present (above) petroleum mar- 


keters have been struggling to attain 
the golden mean in credit granting. 


DOUGLAS FROM GENDREAU 


average annual sales per outlet of $14,- 
709; by 1933, the number had increased 
40.2 per cent to 170,404, but average 
sales for that year had declined 39 per 
cent to $8,988. 

In 1935 a further increase in outlets 
took place, the last available figures 
being 196,649, or 15.4 per cent more 
than the 1933 figure; the sales volume 
kept pace moderately well, increasing 
II per cent to $9,976 per unit. Despite 
increased consumer buying power, to 
some extent induced by high-pressure 
merchandising methods, the annual in- 
come per outlet is woefully small, re- 
gardless of the addition of tires, tubes, 
batteries, accessories, gadgets, and 
what-not to the original line of petro- 
leum products. 

In each of several studies of retail 
marketing costs made in recent years 
by governmental and independent 
agencies, the subject of credit losses was 
included not as a separate item, but as 


RETAIL CREDITS— 
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THE OIL 


MARKETER’S PUZZLE 


W. C. WENZEL 


Manager, Petroleum Division 
Dun & BrapstreEeET, INc. 


a part of the general discussion. At no 
time has there been even uniformity of 
opinion regarding the manner in which 
a complete, detailed survey should be 
made. This is undoubtedly because 
of the variety of accounting methods 
which are employed by the various 
chain and independent filling-station 
operators. 

However, figures have been made 
available from time to time which 
show a wide divergence pertaining to 
losses on retail credit sales. In one in- 
stance, over a period of seven years, 
losses fluctuated between , of 1 per 
cent and 1) per cent, with the average 
running very close to 1 per cent of sales 
made on a national credit card basis. 
When it is borne in mind that the 
products and facilities of this particular 
marketer are widely advertised through 
every known medium in an effort to 
offset competition of exactly the same 

(Continued on page 47) 
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Break in market alarms and puzzles business. ... Justice Black and 
KKK overshadow other Washington news. . . . Further steps 


taken to ease money market... . Frane continues weak. . . . Sino- 
Japanese wage fierce warfare. . . . Piracy reappears in Mediterranean. 


Sucar Quota Bill signed sadly by President. 
WacNneER-STEAGALL Housing Bill signed happily. 


PrEsIDENT signs Agricultural Marketing Agreement Act, reen- 
acting marketing provisions of invalidated Agricultural Adjust- 
ment Act. 


Unirep Starrs issues friendly admonition to Mexico against 
squeezing of American oil companies; cites 1928 agreement. 
President warns American citizens to leave China. 


Lazor Day celebrations officially end vacation season. 


MarKED acceleration in stock market decline. 


AF or L challenges validity of NLRB election at National 
Electric Products plant. $37,000,000 Wheeler Dam dedicated, 
third gigantic unit in TVA experiment. 


Dona.p Bunce and Senorita Lizana win U. S. tennis titles. 


Treasury reverses gold “sterilization” policy by adding $300,- 
000,000 to Reserve Bank deposits. China asks League of Nations 
to invoke sanctions against “Japanese aggression.” 


REsIGNATION of James M. Landis as Chairman of SEC accepted. 
Government-owned ships forbidden to transport arms to Far 
East; private lines warned they proceed at own risk. Nyon 
Anti-Piracy Treaty signed. 


Franc sinks to new low; no effort made to check fall. La Guardia 
and Mahoney win in New York City primaries. 
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20 


21 


ONE HUNDRED FIFTIETH anniversary of signing of Constitution; 
President's address shows unwavering pursuit of objectives. Stock 
market again turns down after several days of improvement. 


Unirep States accepts League invitation for representation at 
meeting of Far Eastern Advisory Committee. Secretary of Trea- 
sury Morgenthau and Sir Frederick Phillips, Under-Secretary of 
the British Exchequer, open discussions. 


WitiiaM O. Douc-as elected to succeed James M. Landis as SEC 


chairman. President abolishes National Emergency Council, 
effective December 31; announces discontinuance of loans and 
grants by PWA for heavy work-relief construction projects. 


PresIDENT leaves for tour of Northwest. Secretary of Agricul- 
ture Wallace reveals Administration’s new farm program is 
“income” rather than “price” equality. 


Mussolini confers with Hitler in Germany. 


FepERAL Reserve Board announces revision (effective October 1) 
of “Regulation A” governing discounts and advances for member 
banks; new types of assets added to eligible list, putting finance 
company notes on parity with commercial loans. 


Latest drop in stock market checked. League of Nations Ad- 
visory Committee, representing twenty-three nations, declares 
inexcusable “bombardment by Japanese aircraft of open towns 
in China.” 


Japan in brief note to United States refuses to alter course in 
China. 


Nava experts of Great Britain, France, and Germany sign agree- 
ment for Italian participation in anti-piracy patrol of Mediter- 
ranean. League of Nations sub-committee adopts resolution to 
end international non-intervention in Spain unless Italy with- 
draws troops. 
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THE TREND OF BUSINESS 


PRODUCTION .. . PRICES . 


PRADE ..... 


In the absence of the hopefully looked for Fall upturn, 
business generally recognizes the existence of a recession in 
industrial and trade activity from the highs of the Spring. 
The record is spotty, with activity at a high rate in some 
industries and in some regions and with national averages 
generally above the figures for a year ago. 


USINESS statistics for September 
and October reveal a further nar- 
rowing of gains over last year. Evi- 
dence of a fundamental weakness has 
not yet appeared, but the nervousness 
visible in security and commodity mar- 
kets is apparent in industry to some ex- 
tent, and buying is more conservative. 
Improvement in the automobile in- 
dustry and in some consumers’ goods 


Industrial Production 


Federal Reserve Board Adjusted Index 
1923-1925 = 100 


lines did not outweigh the decreased 
activity in the important steel, con- 
struction, and textile trades, and the 
adjusted index of production for Sep- 
tember dropped to the lowest level of 
the year. The final figure, 111, is still 
above the corresponding period of 1936, 
and the present recession must be 
judged in the light of the unusually 
high records made in the early part 
of the year. 

Steel production showed the effects 
of the absorption of old orders and a 
dearth of new. Output in September, 


short-time basis. Production rates con- 
tinued to drop in October, and in the 
fourth week of the month were the 
lowest since March 1936, when mills 
were held up by Ohio floods. 

In an attempt to stabilize the in- 


dustry, major companies reaffirmed 


present prices for deliveries through 
the first quarter of 1938. 

Buying by the railroad and con- 
struction industries continued negli- 
gible. Termination of the railroad 
wage controversy, and the favorable 
decision of the ICC on freight rate 
increases were somewhat encouraging 
for future equipment orders. The 
higher rates are estimated to yield $47,- 
500,000 additional revenue, but since 
this only partly offsets increases in 
wage, tax, and material costs, appli- 
cations for additional tariffs are being 
made. 

Notwithstanding steady declines, 
lumber production remained above 


Factory Payrolls 


U.S.B.L.S. Index—1923-1925 = 100 


a 1934 1935 1936 1937 

anuar 

February | was 12 per cent below August, and the 

March January 

April lowest for any month this year except- February 

June ing June, a month of large strikes in April 

July May 

August the industry. Automobile volume de- june 

September July 

October veloped as that industry prepared for August 

November ‘ September 

December the October show, but buying was, on October 

Seaienia: the whole, disappointing because of its December 
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both orders and shipments. In the 
week ending October 16, output was 
g per cent below last year, while ship- 
ments were down 12 per cent and 
orders 29 per cent. The slackening in 
textile and shoe lines continues; price 
resistance has been felt in the latter 
field. In the electric-power industry 
gains over last year were narrower, but 
during the first four weeks of October 
a 5 per cent increase was steadily main- 
tained. 

Automobile and machine tool activ- 
ity dominated the cheerful side of the 
industrial picture. Though Ford re- 
mained closed, automotive output rose 
rapidly and reached 92,000 in the week 
ending October 23. September was 
one of the best months on record for 
machine tool orders. The index was 
up to 211 from 180 in August, mainly 
reflecting a jump from 50 to gr in the 
index of foreign orders. 

Both employment and payrolls rose 
in August, but preliminary figures in- 
dicate a decline, especially in payrolls, 


Wholesale Commodity Prices 


U.S.B.L.S. Index—1926 = 100 


July Aug. Sept. Oct. 
Week 1937 1937 1937 1937 
I 87.2 87.4 86.4 


during September. Gains over last 
year are smaller, but still substantial. 
The United States Employment Ser- 
vice reports that public employment 
offices placed 43 per cent more people 
with private industry, and had 32 per 
cent fewer registrants than in last Sep- 
tember. 

Sharp decreases in farm products 
and foods weakened the wholesale com- 
modity price index. Dropping still 
closer to last year’s levels, it lost all, 
and more than, the gain made in the 
last weeks of September. By the third 
week of October, the composite index 
was at 85.2 per cent of the 1926 average, 
the lowest point since January, and 
only 5 per cent above 1936; in the week 


ending October 23 it declined to 84.9. 
Living costs advanced slightly from 
August to September, largely through 
gains in rent, clothing, and coal. 
Retail trade volume declined from 
August to September, although the 
adjusted index of department store 
sales jumped to 95—except for Febru- 
ary of this year, the highest since June, 
1931. The gain of 6 per cent over last 
September compares with a 4 per cent 
increase over 1936 in August, and an 
average increase of g per cent during 
the first nine months of the year. Sales 
of variety, mail-order, and chain stores 
continued above last year, though by 


Department Store Sales 


Federal Reserve Board Adjusted Index 
1923-1925 = 100 
1934 1935 "1936 1937 
January 73 76 81 
77 83 
84 


84 


November 


December 


* Preliminary. 


less-than-earlier percentages. A more 
detailed discussion of trade is contained 
in the pages immediately following. 

An abrupt drop in imports during 
August, and gains in many export 
items resulted in the largest “favorable” 
balance of the year. Fall demand from 
foreign markets is below earlier ex- 
pectations in many lines: among manu- 
factured goods, hardware, equipment, 
small tools, and appliances have been 
especially affected. Preliminary reports 
for September, however, indicate an 
increase over August in export totals. 

Railway loadings advanced less than 
seasonally from August to Septem- 
ber, but remained 4 per cent above 
last September. In the first week of 
October they reached a new high for 
the recovery period, but in the follow- 
ing three weeks sharp declines, mainly 
in loadings for industrial purposes, 
carried totals below 1936. 

The construction industry again 
failed to show any signs of the upturn 
which was looked for this year. The 
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value of contracts awarded in Septem- 
ber was 27 per cent below August 
levels, and 12 per cent below last Sep- 
tember. Non-residential building 
made a good showing compared with 
last year, but this was more than offset 
by declines in residential, utility, and 
public works contracts. 


Industrial Stock Prices 

Dow-Jones Index (Weekly Average) 

July Aug. Sept. Oct. 
Week 1937 1937 1937 1937 
I 186.20 173-99 153-74 
Il 177.27 187.89 162.41 146.33 
Ill 179.08 186.23 161. 137.06 
IV 183.22 179.39 153.07 34 
183.98 


From the third week of September 
to the fourth week of October the in- 
dustrial stock price index dropped 31 
points. October 19, the largest share 
day since July 1933, was the culmin- 
ation of a decline which has been vir- 
tually continuous since Labor Day. In 
the days following, a major recovery 
occurred in most issues, and prices 
closed at the end of the week only 
slightly below the previous. Up to the 
23rd of the month almost 40,000,000 
shares were traded on the New York 
Stock Exchange, bringing the daily 
average to 2,101,000, compared with 
1,354,000 in September, and 662,000 in 
August. 

A seven-week decline in New York 
City brokers’ loans, reflecting the re- 
sponse of stock brokers to margin calls, 
brought the totals for the week ending 
October 20 to $929,000,000, the lowest 
since February 1936. In the following 
week the Federal Reserve Board low- 
ered the margin required on stock mar- 
ket loans to 4o per cent, at the same 
time placing the first Federal Reserve 
margin requirement on short sales as 
such. 

Continuing its present easier-credit 
policy, the Reserve Board announced 
new discount regulations, effective 
October 1. According to these, install- 
ment finance paper is made eligible for 
admission to the preferred class of loans 
that may be made to member banks. 
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TRADE INDEX DROPS; STILL ABOVE 1936 


The trade barometer for September dropped to 92.5 (preliminary ), the lowest point for the year, 
but still 4.8 per cent above the same month of 1936. Trade Barometers for the United States 
and 29 regions are prepared by L. D. H. Weld, Director of Research of McCann-Erickson, Inc. 


N August, for the first time since March, every one of the 
29 trade regions showed a gain over last year. Dun’s 
Review’s index of consumer spending stood at 96.3 per cent 
of its 1928-1932 average, a fraction above the July figure and 
8 per cent above August, 1936. The preliminary index for 
September—available for the United States, not for the 29 
regions—reads 92.5, a drop of 4 per cent from the August 
figure. This tentative figure for September is 4.8 per cent 
above the September, 1936, index. 
Favorable weather after Labor Day, the extent of Colum- 
bus Day shopping, and the continuing good demand in 


rural sections are mentioned as encouraging signs for trade 


in the non-statistical reports. 

In 12 regions, August indexes dropped from their July 
levels, the largest losses being in New England, Indian- 
apolis and Louisville, Detroit, and St. Louis. The decrease 
in the New England barometer continues the month-to- 


month decline which, except for a 3.6 point rise from April 
to May, has characterized its movement during the year. 

After a setback in July, the Florida index moved up 12.4 
points to regain its position as high for the country. The 
next largest increase over July occurred in New Orleans, 
where the barometer jumped 10.2 points and showed an 
improvement over last year for the first time in three 
months. 

Percentage gains from 1936 levels continue to be on a 
more moderate scale than those in the early months of the 
year. Moreover, these measures of trade are in dollar vol- 
ume. During the year prices have increased. Retail prices 
of foods (United States Department of Labor) were in 
August 1.8 per cent higher than in August, 1936; depart- 
ment store articles (Fairchild’s index) went up 9.2 per cent; 
automobile prices on popular models increased by per- 
centages ranging from 10 to 15. Although the retail price 
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information available does not permit exact comparisons 
with the trade barometer figures, it is probable that in REGIONAL TRADE BAROMETERS 
August, 1937, the physical volume of distribution was lower 
in some of the regions than it was in August, 1936. om conna oe Be 
In August no region had more than a 15 per cent gain necro = ie acikinviieaied ry) 
over 1936, and only eight were in the 10 to 15 per cent “— A 
increase class. Notwithstanding its drop from July, the U.S. 96.3 + 80 | 1000 
Detroit index again showed the greatest improvement over 
last year. Unusually good comparisons with the year be- 
fore were also found in the Pittsburgh, Cleveland, Cin- 2 NEW YORK CITY 86.2 +41] 103 
cinnati and Columbus, Indianapolis and Louisville, St. 
Louis, Kansas City, and Texas regions. SYRACUSE 
Price resistance has been noted in some items, particularly ‘ ae 89.5 +437 19 
meats, and on the whole retailers are cautious about placing 
orders, preferring to study demand carefully before buying JERSEY : 
for inventory. Country volume, and the widening demand 6. PHILADELPHIA =» 93.3 +70} 62 
for women’s wear, home furnishings, pianos, musical in- 
struments, and electrical appliances were the principal ‘a 
bright spots in the Fall trade. 8. CLEVELAND 105.8 +126 | 29 
9. SINCINNATI AND 111.1 +145 3.1 
THE MAP AND CHART compare the August, 1937, indexes with COLUMBUS 
those for the same month a year ago. In the column at the extreme right 10. INDIANAPOLIS 113.0 +114 26 
of the chart there is indicated the relative importance of the regions: the AND LOUISVILLE 
figures are percentages of national retail trade from the 1935 Census of 11. CHICAGO 96.0 + 61 64 
Business. 
THE INDEXES for the regions (charted, with U. S., from 1928, on 12 DETROIT 108.9 +150 | 40 
pages 32-36; five months’ figures on page 36) are composites based on: 
bank debits (Federal Reserve Board), department store sales (Federal 13. MILWAUKEE 99.6 + 20 22 
Reserve Board), new car registrations (R. L. Polk & Company), and life 
insurance sales (Life Insurance Sales Research Bureau). In regions 2, 3, 14. MINNEAPOLIS 99.1 + 22 45 
. AND ST. PAUL 
4, 5, and 14, wholesale sales, and in region 2, advertising linage, which 
were found to make those indexes more accurate, are included. Each index 15. IOWA AND 85.1 + 30 3.0 
is separately adjusted for seasonal variation and for the number of business 
days in each month. All are comparable. The monthly average for the 16. ST. LOUIS 90.8 +10.1 25 
five years 1928-1932 equals 100. 
THE PARAGRAPHS printed opposite the 29 regional charts quote 36 
figures for August based on samples of department and retail stores re- 
porting to the Federal Reserve banks; for September and October based on 8 ns bir AND = 105.5 si 38 
opinions and comments of business men in various lines of trade, gathered ani ai a ‘ 
and weighed by the local Dun & BrapsTREET offices in making up their SOUTH CAROLINA 
estimates. 
20. ATLANTA AND W21 + 86 35 
BIRMINGHAM 
21. FLORIDA 120.4 + 65 13 
22. MEMPHIS 96.9 + 57 15 
U. S. TRADE BAROMETER 
140 23. NEW ORLEANS 106.1 +19 1.0 
24. TEXAS 118.6 +12.3 45 
‘oe 1928-32 = 100 26. SALT LAKE CITY 106.4 + 87 8 
27. PORTLAND AND 99.6 + 5.3 27 
SEATTLE 
80 28. SAN FRANCISCO 101.9 +64] 34 
4 29. LOS ANGELES 100.8 +79 3.9 
1928 1929 1930 1931 1932 1933 1934 1935 1936 1937 
[30] 
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| —Regional ---U. 1928-32= 
Ww; ; AUGUST, 80.0 JULY, 83.7 AUGUST 1936, 77.9 
| | 1. NEW ENGLAND | Avucust—Percentage department store sales changes from previous year: Boston —1, 
120 ' Providence —11, New Haven +2. SepreMBpeR—Percentage retail trade changes 


| os | from last September: Bangor -++5, Portland—Manchester 0, Burlington +10, Bos- 
re es} ton +3, New Bedford +-9, Springfield —10, Worcester +3, Providence +3, Hart- 
| + oe ford —5, New Haven +6. Wholesale trade changes: Portland 0, Boston +10, 

{ = | Springfield —10. Apple and potato crops good; potato prices low. Payrolls and 
production steady in Springfield, Worcester, Hartford, Bangor; below last year in 
Portland, Providence, Manchester; up elsewhere. Hartford trucking strike settled. 
| | ‘| | | | | Collections steady to faster than last year. OctopEr—Warm weather curtailing 
—4 retail trade. Shoe and woolen markets dull. 


1928 1930 «1931 1936 1937 
eo: f | 2 NEW YORK CITY | Aucust—Percentage department store sales increases from previous August: New 
York City 6, Westchester-Stamford 0. Bank debits down 7%, the largest decrease 
| in the country. SepTEMBER—Percentage retail trade increases from previous year: 
3? " mae ‘© Bridgeport 10, New York City parcel deliveries 3, hotel sales 4, department store 
- sales 6, reflecting Legion convention demand, and heavy purchasing of women’s 
E | ®@ wear and home furnishings. New York City bank clearings down 3.8%; building 
permits down 16% from last year. Employment 3.2% above August; payrolls up 


T | 0.4%. Collections prompter in Bridgeport. Octoper—Retail volume 7% above 
last year; good response to Columbus Day sales. Manufacturing of heavy goods and 


“© REGION 3: AUGUST, 96.3 JULY, 97.2 AUGUST 1936, 88.9 
Aucust—Percentage department store sales changes from previous August: Syracuse 
| | | +2, Niagara —5. retail trade changes from previous 
a September: Albany 0, Binghamton +5, Gloversville —5, Utica -++10, Syracuse +10. 
- ; Wholesale trade changes: Albany —15, Syracuse +10. Large fruit crop, at satisfac- 
: | tory prices. Payrolls and production above last year in Syracuse; steady in Utica and 
2. Albany; down elsewhere. New textile orders slow. Binghamton shoe factories still 
on three-day schedule. Collections prompter than last year in Syracuse; slower in 
i Albany; steady elsewhere. Octoper—Binghamton retail trade slightly improved, i 
a . _ though still affected by short hours in shoe factories. Syracuse retail trade below ] 
| ‘© REGION 4: AUGUST, 89.5 JULY, 89.5 AUGUST 1936, 85.8 
Ls ee Aucust—Percentage department store sales changes from previous August: Buffalo 
Rochester +1. SEPTEMBER—Percentage retail trade increases from previous 
i ra m September: Buffalo 4, Jamestown 4, Elmira 0, Rochester 5. Buffalo wholesale trade 
! ee up 1%. Crops good and farm incomes about 10% above last year. Payrolls and 
2 p i. \Ar production steady in Rochester and Elmira; above year ago in Buffalo and James- 
: town. =Orders coming in more slowly than last year. Strikes in Jamestown furni- 
es ture industry. Good gains over last year in Niagara area; production in some lines 
oe — | up 20%. Collections faster than year ago in Jamestown; steady elsewhere. OcToBER 
y | _ ; 7 —Buffalo retail trade about 6% above year ago; employment 10% and payrolls 
| 1928 1937 28% above corresponding period of 1936. 
| Aucust—Northern New Jersey department store sales 6% above last August. New 
= : car registrations up 40%, the next to largest increase for any region. SEPTEMBER— 4 
a ge Newark retail trade 3°% above previous September; wholesale trade up 5%. Em- bs 
ployment and payrolls above year ago; production generally steady, though some 
|X slackening noted in tag and label output. Bank clearings above last September 
in Newark; down 9% in Northern New Jersey. Newark building permits 29% 
bey / above last year. Octrosrr—Newark retail distribution continues near normal, aided Fi 
~ | | partly by favorable weather; largest gains noted in textiles and clothing. Labor 
A | | | difficulties Jess numerous, but sufficient to be retarding influence on industry. q 


1928 1929 1930 1931 1932 1933 1934 1935 1936 


REGION 6: AUGUST, 93-3 JULY, 91.0 AUGUST 1936, 87.2 
Aucust—Percentage department store sales changes from previous August: Trenton 
+1, Philadelphia 0, Reading —6, Scranton +2, Wilmington —2. SEPTEMBER— 
Percentage retail trade changes from previous September: Trenton +20, Allentown 
+5, Philadelphia +5, Reading —1, Scranton 0, Wilkes-Barre —5, Harrisburg +5, 
Lancaster —10, York +8, Wilmington 0, Johnstown +10. Philadelphia wholesale 
trade up 15%. Payrolls and production better than last year in Philadelphia, Tren- I; 
ton, York, Johnstown; down in Lancaster; steady elsewhere. Philadelphia textile 3 
manufacturing at a standstill. Pennsylvania hour-law in effect. Collections slower 
than last year in Scranton; steady elsewhere. Octroper—Philadelphia retail trade 


% above last year; stocks still relatively heavy. 
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REGION 7: AUGUST, 104.2 JULY, 97.3 AUGUST 1936, 91.5 
Aucust—Percentage department store sales increases over last August: Youngstown 
20, Pittsburgh 12, Wheeling 4. SeprEMBER—Percentage retail trade increases over 
previous September: Erie 8, Youngstown o, Pittsburgh 12, Clarksburg 12, Parkers- 
burg 0, Huntington 5, Charleston 15, Bluefield 8. Wholesale trade increases: Erie 
10, Pittsburgh 10, Charleston 15. Payrolls and production above last year in Erie 
and Bluefield; down in Youngstown and Parkersburg; steady elsewhere. Further 
drop in steel operations. Coal mining at full production. Labor trouble in Clarks- 
burg sheet-glass plants. Collections prompter than last year in Eric, Huntington, 
and Bluefield; slower in Clarksburg; steady elsewhere. Octoser—Pittsburgh trade 
still above year ago, but smaller increase; men’s wear lagging. 


REGION 8: AUGUST, 105.8 JULY, 104.4 AUGUST 1936, 94.0 
Avcust—Percentage department store sales changes from last August: Cleveland 
+g, Akron +2, Toledo —1. SeprEMBER—Percentage retail trade increases over 
previous September: Cleveland 13, Akron 3, Toledo 10, Canton 20. Wholesale 
trade increases: Cleveland 15, Akron 5, Toledo 12. Payrolls and production above 
last year in Toledo; generally steady elsewhere. Cleveland steel operating average 
67°% of capacity, compared with 80°% for August and last September. Toledo 
glass industry 30% above last year. Collections prompter than last year in Toledo; 
steady elsewhere. OctosrEr—Toledo department store sales 39% ahead of 1936. 
Cleveland retail trade active, especially in women’s wear and home furnishings. 
Beet-sugar refineries beginning production about October 8. 


REGION 9: AUGUST, III.I JULy, 107.8 AUGUST 1936, 97.0 
Aucust—Percentage department store sales increases over previous August: Cincin- 
nati 14, Columbus 10. SEpTEMBER—Percentage retail trade changes from previous 
September: Cincinnati +20, Lexington +25, Portsmouth —8, Dayton +20, Spring- 
field —3, Columbus +18, Zanesville 0. Wholesale trade increases: Cincinnati 15, 
Columbus 10. Corn and late apple crops very good. Payrolls and production better 
than last year in Lexington and Cincinnati; down in Portsmouth; steady elsewhere. 
Cincinnati metal trades up, due to foreign demand. Strikes in Portsmouth shoe 
industry and in Cincinnati laundries. Collections prompter than last year in Cin- 
cinnati and Lexington; steady elsewhere. OctropeEr—Cincinnati retail sales 15% 
above last year; wholesale dry goods up 10%. 


REGION 10: AUGUST, 113.0 JULY, 116.9 AUGUST 1936, 101.4 
Aucust—Louisville department store sales 6% above last August. SEPTEMBER— 
Percentage retail trade increases over previous September: Louisville 10, Evansville 
5, Indianapolis 10, Terre Haute 0, Fort Wayne 12. Best gains in wearing apparel. 
Wholesale trade increases: Louisville 10, Indianapolis 5. Corn and wheat crops 
much larger than in 1936. Payrolls and production above last year in Louisville 
and Fort Wayne; steady in Indianapolis; down in Evansville. Fort Wayne knitting 
mills not soliciting new accounts for merchandise to be delivered this year. Louis- 
ville iron and steel products volume 15°% above 1936. Collections generally steady; 
slower than last year in Evansville. Ocroser—Indianapolis retail sales 5% above 
1936. Strike of truck drivers employed by dairies. 


REGION IT: AUGUST, 96.0 JULY, 97.4* AUGUST 1936, 90.5 
Aucust—Chicago department store sales 4°94 above last August. Retail trade in- 
creases: South Bend 4, Peoria 12. SEpTEMBER—Percentage retail trade changes 
from previous September; Chicago +5, South Bend +1, Rockford —10, Peoria o. 
Chicago wholesale trade at last year’s level. Small grain, corn, and hay crops best 
m years; outlook for farmers very favorable. Payrolls and production steady; slight 
increase in employment in some of larger industries in Peoria. No labor trouble at 
present. Collections generally steady; somewhat faster in South Bend. Octoper— 
Cooler weather stimulating Chicago trade; heavy clothing in good demand. Con- 
sumer boycott against high-priced meats affecting livestock market. *Revised. 


REGION I2: AUGUST, 108.9 JULY, 115.5 AUGUST 1936, 94.7 
Avucust—Detroit department store sales 2°%% above last August. New car regis- 
trations 49% above last August, the largest increase in any region. SEPTEMBER— 
Percentage retail trade changes from previous September: Grand Rapids +12, Sagi- 
naw —s, Detroit +12, with best increases in high-priced women’s wear and house- 
hold appliances. Wholesale trade increases: Detroit 7, Grand Rapids 10. Payrolls 
and production above last year. Detroit automobile output slowed for model 
changes; production above last September. Strikes in six of the largest plants in 
Grand Rapids. Collections prompter than last year in Detroit and Grand Rapids; 
steady elsewhere. Octosrr—Detroit retail trade volume 15% ahead of year ago. 
Automobile output up sharply. 
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Corrected for Seasonal REGION 13: AUGUST, 99.6 ‘JULY, 99.4 AUGUST 1936, 97.6 
MiLwauKee department store sales 1% above last August. Madison retail 
wk trade up 15%. Bank debits in the region down 1%, one of the three decreases in 
ft «i the country. SEpTEMBER—Percentage retail trade increases over previous Septem- 
100 ae en. ae ~_ ber: Milwaukee 5, Madison 0, Green Bay 25; rural districts making best showing. 
: owe Milwaukee wholesale trade up 2%; Green Bay 15%. Dairying bringing good re- 
B | a turns; seasonal reduction in cheese production. Payrolls and production steady in 
E Madison; up elsewhere. Moderate reduction in employment in some Milwaukee 
ro « metal trade shops. Gains over last year in Green Bay paper mill activity. Collections 
zi steady. OctosEr—Milwaukee retail trade slightly below corresponding period 
hy i ame amar aaa Aucust—Department store sales in the district about equal to last year; country 
volume somewhat smaller. SrpTEMBER—Retail trade increases over previous Sep- 
m tember: Duluth 7, Minneapolis 0, St. Paul 18, Fargo 5, Billings 20, Butte ro. 
Wholesale trade changes: Duluth +-7, Minneapolis —5. Crop returns well ahead 
| of last year except in Great Falls section. Payrolls and production up in Duluth, 
tha 1 8 St. Paul, Butte; down in Sioux Falls and Great Falls; steady elsewhere. Meat pack- 
E | me ing industry dull. Flour and linseed oil manufacturing very active. Duluth ore 
F | shipments 40% above last September. Collections prompter than last year in 
| Minneapolis; slower in Great Falls; steady elsewhere. OctToser—St. Paul retail 
volume 14% above year ago; wholesale trade up 12%. *Revised. 
“ REGION 15: AuGuST, 85.1 Juy, 88.2 AUGUST 1936, 82.6 
A AY IOWA | Aucust—Omaha department store sales 35% above last August. SEPTEMBER—Per- 
: '» centage retail trade changes from previous September: Cedar Rapids +5, Davenport 
+10, Dubuque +5, Waterloo +25, Des Moines —10, Sioux City —7, Lincoln +5, 
\o7ceeeS*Y'®-~=— Omaha —5. Wholesale trade decreases: Sioux City 7, Omaha 2, Des Moines 8. 
Large yields in corn and oats. Payrolls and production up in Davenport, Burlington, 
——|* Dubuque; down in Des Moines, Sioux City, Cedar Rapids; steady elsewhere. Meat 
packing industry below normal. Heavy machinery lines active in Cedar Rapids. 
® — Collections prompter than last year in Burlington; slower in Sioux City, Dubuque, 
Cedar Radips, Des Moines; steady elsewhere. OctosErR—Omaha retail sales 3% 
a “© below 1936; cool weather stimulating some seasonal buying. 
REGION 16: AUGUST, 90.8 JULY, 99.9 AUGUST 1936, 82.5 
3 An 16. ST. Louts | | Aucust—Percentage department store sales increases over previous August: St. 
Louis 9, Springfield (Mo.) 15. SEPTEMBER—Percentage retail trade increases over 
| previous September: St. Louis 5, Springfield (IIl.) 10, Quincy 2, Springfield (Mo.) 5. 
Hoes «St. Louis wholesale trade 5°% above last year. Corn yield good; lack of rain affecting 
late crops. Payrolls and production above last year in St. Louis; steady elsewhere. 
| ® Labor situation improved, but strikes still continue. in a few lines in St. Louis. St. 
Louis bank clearings 10° above last September. Collections somewhat improved 
—® in Springfield (Ill.), steady elsewhere. Octoser—St. Louis retail and wholesale 
volume up; call for more expensive goods general. 
— "© REGION 17: AUGUST, 102.6 ‘JULY, 102.3. AUGUST 1936, 91.7 
| Avucust—Percentage department store sales increases over previous August: Kansas 
if 7" City 6, Wichita 25, Oklahoma City 9, Tulsa 12. SEPTEMBER—Percentage retail 
| ae = trade changes from last September: Kansas City +7, St. Joseph —6, Topeka +5, 
wy) None Wichita +5, Oklahoma City +10, Tulsa +5. Wholesale trade increases: Kansas 
veal City 8, Oklahoma City 10. Crop yields good, although moisture conditions unsatis- 
1 © factory. Payrolls and production up in Kansas City and Wichita; down in St. Joseph; 
steady elsewhere. Packing industry dull. Topeka sales tax, started in July, bringing 
—}® good returns. Collections prompter than last year in Wichita; slower in St. Joseph; 
steady elsewhere. OctosEr—Kansas City trade above year ago, but continues slug- 
1936 * gish. Wholesale buying generally on hand-to-mouth basis. 
| REGION 18: AUGUST, 105.5 JULY, 106.6 auGUST 1936, 101.3 
A Aucust—Percentage department store sales increases over previous August: Balti- 
Pr AMR | | 4] more 6, Washington 2. SEpPTEMBER—Percentage retail trade increases over previous 
GY, i September: Baltimore 4, Washington 3, Norfolk 5, Richmond 2, Roanoke 5. Whole- 
7 e | / a ee sale trade increases: Baltimore 3, Norfolk 3, Richmond 4. Cotton prices low; tobacco 
| larger than last year, prices better. Payrolls and production steady in Richmond; 
below last year in Lynchburg; up elsewhere. Drop in Lynchburg shoe orders. Rich- 
mB: IN, J fs d q mond cigarette production 10% ahead of year ago; textile industry running mainly 
E = on backlogs. Norfolk lumber industries active. Collections prompter than 
| | year in Norfolk, Baltimore, Bristol; steady elsewhere. Octoser—Baltimore depart- 
ment store trade 5% above year ago. 
[34] 
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REGION 19: AUGUST, 107.8. JULY, 107.0 AUGUST 1936, 101.9 w 
Aucust—Percentage department store sales changes from last August: North Caro- 19. NORTH AND SOUTH Paes 
lina —3, South Carolina +9. SrEpTEMBER—Percentage retail trade changes from i 
previous September: Asheville +8, Winston-Salem —5, Charlotte +-10, Raleigh +5, Rh PAS 
Charleston +-15, Columbia 0, Greenville Wholesale trade changes: Wilming- al 2. 
ton o, Charleston 0, Winston-Salem —5. Crop yields good; tobacco quality better : 
than last year; prices higher. Production and payrolls above last year in Asheville; yw anal a s 
down in Charlotte and Greenville; steady elsewhere. Textile factories running part E q iA l~| 
time. Declines in Winston-Salem furniture and hosiery industries. Collections 
steady. Octoser—Charleston retail trade 6% above last year; best gains in house = Y 
furnishings, automobiles, and electrical appliances. 
REGION 20: AUGUST, 112.1 JULY, 110.1 AUGUST 1936, 103.2 
Avucust—Percentage retail trade increases over last August; Atanta 4, Birmingham AL 
17, Chattanooga 7, Nashville 3. SeEpTEMBER—Percentage retail trade changes from 
last September: Atlanta +-20, Macon +2, Savannah +15, Birmingham +10, 
Montgomery +8, Chattanooga +10, Nashville —5. Wholesale trade decreases: E yi ene 
Atlanta 14, Birmingham 8, Nashville 5. Crop yields high; prices good, with ex- =: wy Na 
ception of cotton; rainy weather has somewhat lowered grades. Payrolls and pro- E Sly ate 7 
duction above last year in Birmingham, Montgomery; down in Columbus, ot | di 
Savannah; steady elsewhere. Cotton mills running slow. Collections prompter E ® ? 
than last year in Montgomery and Atlanta; steady to slower elsewhere. OctropER— E 
Atlanta retail sales slightly under 1936. Steel production at 77% of capacity. “0a 3a 0 me 
REGION 21: AUGUST, 120.4 JULY, 108.0 AUGUST 1936, 113.1 
Aucust—Percentage retail trade increases over last August: Jacksonville 0, Miami 5, 
Tampa o. SEPTEMBER—Percentage retail trade increases over previous September: y 
Jacksonville 0, Miami 5, Tampa 12. Wholesale trade increases: Jacksonville 0, al =." ag 
Tampa 10. Jacksonville automotive sales down considerably. Citrus crop estimated | 
4 to 5 million boxes below last year’s record crop; shipments starting; prices steady. yg | | q iv ~ a 
Payrolls and production generally level with last year; production up in Jacksonville, z A. | P's al 
where cigar factories are running well ahead of year ago. Lumber and turpentine af od SY a 
industry steady. Collections steady. Octoser—Jacksonville trade holding firm; E | "I sob 
some gain in clothing, food, and hardware lines. | 
1928 1929 1930 1931 1932 19331934 1935 1936 1937 = F 
REGION 22: AUGUST, 96.9 JULY, 92.6 AUGUST 1936, 91.7. fq 
5 MEMPHI 


Avucust—Percentage department store sales increases over previous August: Memphis 
9, Fort Smith 16, Little Rock 5. SeEpTEMBER—Percentage retail trade changes from 
previous September: Memphis +14, Fort Smith +10, Little Rock —10. Memphis 
wholesale trade 10% above last year. Cotton yields good; picking slowed by rains; 
prices low. Memphis building permits 15°%% above last September, bank clearings 
down 17%. Payrolls and production steady in Little Rock and Memphis; below last 
year in Fort Smith, where strikes have closed several of the leading plants. Collec- 
tions slower than last year in Little Rock; steady in Memphis; prompter in Fort 
Smith. Octoper—Memphis retail trade continues above last year; wholesale lines 
dull. Weather more favorable; heavy ginning and shipping. 


REGION 23: AUGUST, 106.1 JULY, 95.9 AUGUST 1936, 104.1 
Aucust—New Orleans retail trade 5°% above last August. New car registrations 
down 2%, the largest decrease for any region in the country. SEPTEMBER—Percent- 
age retail trade changes from previous September: New Orleans 0, Jackson —10, 
Meridian —15. New Orleans wholesale trade unchanged. September 1937 suffers 
in comparison with 1936 because of heavy buying last year in anticipation of State 
and New Orleans luxury taxes. Excessive rains interfering with cotton picking and 
affecting seed market; prices down considerably. Outlook for sugar cane crop excel- 
lent. Payrolls and production steady to higher in New Orleans; below last year in °F 2 

Jackson. Collections slower in Jackson; steady elsewhere. Octroper—New Orleans Be 
department store sales 20% under last year. 
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REGION 24: AuGusT, 118.6 juLy, 116.8 auGusT 1936, 105.6 F ] 
Aucust—Percentage department store sales increases over last August: Dallas 9, Fort | = 
Worth 6, Houston 21, San Antonio 13. SEPTEMBER—Percentage retail trade changes yr eS 

from last September: Dallas +10, Fort Worth ++10, Wichita Falls —5, El Paso —6, io | 2 
Houston Beaumont +-5, Waco +10, Austin +-10, San Antonio +-2, Shreve- | 
port +10. Wholesale trade increases: Dallas 20, Houston 17, San Antonio 4, Fort Nel f ; : 
Worth 8. Cotton and rice yields above normal; prices low. Livestock returns best E 1 AY if 
in years. Payrolls and production below last year in El Paso; steady in San Antonio, ,, Be i a 
Wichita Falls, Waco, Shreveport; up elsewhere. Collections steady to prompter than E y : a8 
last year; slower in El] Paso and Wichita Falls. Ocroser—Houston retail trade 
above last year, except in men’s wear and lumber. - = 
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REGION 25: AUGUST, I II.4 JULY, 112.7 AUGUST 1936, 105.0 
Aucust—Denver department store sales 5% above previous August. SEPTEMBER— 
Percentage retail trade changes from previous September: Denver +8, Albuquerque 
—1o. Denver wholesale trade up 40%. Cooler weather has given impetus to Fall 
buying. Improved crop conditions in all districts except the dust bowl. Livestock 
returns favorable. Payrolls and production approximately even with last year. 
Value of building permits in Denver more than double totals of September 1936, 
due to large increase in hotel and business construction. Denver bank clearings 13% 
above last September. Collections steady. Ocroser—Denver retail sales about 8% 
ahead of 1936; wholesale trade up 3%, largely due to higher prices. 


REGION 26: AUGUST, 106.4 JULY, 100.5 AUGUST 1936, 97-9 
Avcust—Salt Lake City department store sales 6° ahead of previous August. SeEp- 
TEMBER: Retail and wholesale trade in Salt Lake City approximately even with last 
September. Crops in general good; yield in smaller fruits below year ago, but prices 
higher. Turkey supply better than last year; feed costs lower; good prices antici- 
pated. Bank clearings 14% above last year in Salt Lake City; down 13% in Ogden. 
Payrolls and production above 1936. Value of building permits in Salt Lake City 
11% higher than last September. Salt Lake City collections slower than year ago. 
Octoser—Salt Lake City cattle receipts below last year; sheep receipts higher. 


REGION 27: AUGUST, 99.6 JULY, 97.9 AUGUST 1936, 94.6 
Aucust—Percentage department store sales increases over previous August: Seattle 
10, Spokane 2, Portland 7. SepremMBER—Percentage retail trade increases over pre- 
vious September: Seattle 8, Tacoma 10, Spokane 2, Portland 8. Wholesale trade 
increases: Seattle 10, Portland 10. Better prices for small fruit than year ago, but 
crop smaller. Payrolls and production above last year in Tacoma; steady elsewhere. 
Lumber output continues down; labor trouble in many plants; most Tacoma mills 
working part time. Strike in Spokane laundries not yet settled. Fishing industry 
below expectations. Collections prompter than last year in Portland, Seattle, and 
Tacoma; steady in Spokane. Ocroser—Seattle trade below September. Lumber 
production lowest for recent months. 


REGION 28: AUGUST, I01.9 ‘JULY, 100.0 AUGUST _ 1936, 95.8 
Avucust—Percentage department store sales increases over last August: San Fran- 
cisco 0, Oakland 2. SrEpTEMBER—Percentage retail trade changes from previous 
September: San Francisco 0, Oakland —5, Sacramento +3, Fresno +15. San Fran- 
cisco wholesale trade up 15%. Crops plentiful; cotton and sugar beets being 
harvested, acreage larger than year ago. Payrolls and production above last year 
in San Francisco and Fresno; steady elsewhere. Canneries continue active. Collec- 
tions about steady compared with last year; retarded by persistence of labor diffi- 
culties, and in some sections by lateness of crops. Octoper—San Francisco trade 
continues sluggish. Fruit shipments below last year; chief decline in grapes. 


REGION 29: AUGUST, 100.8 JULY, 100.9 AUGUST 1936, 93.4 
Avucust—Los Angeles department store sales 9°% above last August. SEPTEMBER— 
Los Angeles retail trade down 1% from previous September, San Diego 0, Phoenix 
steady to up; hot weather retarding sales. Los Angeles wholesale trade down 5%. 
Field crops, grapes, and fruit yields large, with satisfactory prices. Payrolls and 
production above last year in Phoenix and Los Angeles. Industrial activity in Los 
Angeles maintained largely through continued high operations in oil, motion picture, 
and aircraft lines. Labor disputes continue. Collections prompter than last year in 


San Diego; steady in Los Angeles and Phoenix. OctosEr—Trade gains in Los 
Angeles stores ranging up to 20% over the corresponding 1936 period. Good de- 
mand in agricultural districts. 

1928-1932 — 100 CoRRECTED FOR SEASONAL VARIATION 

5 6 7 8 9 10 II 12 13 14 

87.2 89.9 99-4 100.5 103.5 111.9 98.0 97.0 106.7 103.5 

92.6 99-5 102.4 108.0 109.9 109.7 100.9 105.8 105.7 102.8 

82.4 91.4 97-9 103.6 105.3 107.8 97.3 103.6 99-7 96.2 

90.1 91.0 97-3 104.4 107.8 116.9 97-4" = 115.5 99-4 101.4 

91.4 93-3 104.2 105.8 IIL.1 113.0 96.0 108.9 99.6 99.1 

20 21 22 23 24 25 26 a7 28 29 

108.2 120.5 98.7 97-3 110.9 113.6 101.3 99.0 99.1 103.0 
712-7 114.9 06.7 101.4 115.3 116.8 106.9 99.3 101.7 97-9 
111.3 120.5 96.2 98.4 112.1 107.5 103.9 105.1 97.6 99.1 
110.1 108.0 92.6 95.9 116.8 113;7 100.5 97-9 100.0 100.9 
112.1 120.4 96.9 106.1 118.6 111.4 106.4 99-6 101.9 100.8 
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SUMMARY OF INDUSTRIAL AND COMMERCIAL FAILURES 
Dun’s INso_vency INpEx 
NuMBER OF FarLures LiaBiLities OF FarLures * 
NADJ USTED Apjustep 
1937 1936 1935 1934 1937 1936 1935 1934 1937 1936 1935 1934 1937 1936 1935 1934 
January’... 8x1 1,077 1,146 1,317 8,661 18,104 14,603 29,035 46.0 63.0 66.7 77.0 37-4 51.2 53.8 61.6 
February .. 721 856 956 1,017 9,771 14,089 15,217 16,772 48.4 56.6 66.0 70.3 42.1 48.8 55.9 59.1 
March 820 946 940 1,069 10,922 16,271 15,361 24,002 44.9 53-3 55.0 60.4 44.9 53-3 55.0 60.4 
786 830 =1,083 1,020 8,906 14,157 16,529 22,871 46.4 50.4 63.5 62.4 45-55 49.4 62.3 61.8 
I co dcars re 834 832 1,004 942 8,364 15,375 14,339 20,787 45-4 46.4 58.8 55.4 45-4 46.4 58.8 56.0 
June 670 773 944 992 8,191 9,177 12,918 20,591 39-3 44-6 57.5 58.4 41.4 46.9 60.5 61.5 
WS: ooh 618 639 ~~ go2 870 7,766 9,904 16,523 16,555 36.0 38.3 52.8 53.2 40.0 42.6 58.7 59.1 
August .... 707 655 884 872 11,916 8,271 13,266 15,703 38.1 36.2 49.8 49.2 44.8 42.6 57.9 56.6 
September . 564 586 787 771 8,393 9,819 17,002 15,552 34.1 33-4 50.0 48.8 40.6 39.8 59.5 58.1 
611 1,056 1,039 266 4975285 16973 ses 36.2 62.8 60.7 39-3 67.2 66.0 
November . 688 898 882 11,532 14,384 14,376 44-3 59.4 58.1 43-4 58.2 57.5 
December. ... 692 gio 933 12,288 15,686 16,981 42.6 55.3 56.6 42.6 54.8 55.5 
Petal. 4 9,185 11,510 11,724 . 147,253 183,013 230,198 42.1 45.4 58.1 59.2 42.4 45.5 58.6 59.4 
* In thousands of dollars. + Apparent annual failures per 10,000 enterprises. + For seasonal variation. 


ANALYZING THE RECORD OF INDUSTRIAL 
and COMMERCIAL FAILURES 


FTER an unusual rise in August, 
failures in September declined 
again, thus falling once more into the 
usual seasonal pattern. A 20 per cent 
drop brought them to the lowest point 
of the year, 564 compared with 707 in 
August, and 586 a year ago. With this 
decline in numbers there occurred a 30 
per cent drop in liabilities, from $11,- 
916,000 to $8,393,000. 

The real significance of the monthly 
totals is more correctly gauged by the 
insolvency index which takes into ac- 
count the number of working days in 
each month and the number of firms in 
business. On this basis, the September 
total gave an annual rate of failures 
per 10,000 firms of 34.1, compared with 
38.1 in August, and 33.4 last September. 
For the second consecutive month the 
index stands above that of a year ago, 
and leaves September, 1936, the lowest 


20 PER CENT DROP IN SEPTEMBER FAILURES 


seasonal. A description of the method 
of seasonal adjustment, and the ad- 
justed and unadjusted series of the in- 
dex from 1887 to date, will be pub- 
lished soon in the Review. 

As in August failures rose in all the 
major industry groups, so in September 
did all groups register a decline, and 
within the groups the drop was in 


many of the specific lines of activity 
which showed a pronounced rise last 
month. In wholesale trade, construc- 
tion, and commercial service, the 
month’s decline carried failures below 
the level of last September, but in 
manufacturing and retail trade failures 
were above those of last year, as the fol- 
lowing table shows. The large table on 


MonTHLY TREND OF THE INSOLVENCY INDEX 
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index number since 1919. A further 50 

refinement of the index, removing the L 

seasonal influence, records a drop from + 

last month of 4.2 points, showing that 

the September decline was more than 1932 1933 1934 1935 1936 1937 
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| FAILuREs IN FEDERAL RESERVE BY Divisions OF InpUsTRY—SEPTEMBER 1937 AND 1936 
See Districts ( Liabilities in thousands of dollars) 
BOSTON MANUFACTURING Sept. Aug. Sept. Sept. Aug. Sept. 
ee 1937 1937-1936 1937 1937 1936 
| 100 ol 30 31 33 529 743 487 
Forest Products... 10 II 14 98 146 377 
— 0 Paper, Printing and Publishing....... 9 21 7 121 257 258 
| Chemicals and 8 5 2 196 103 148 
f Leather and Leather Products........ 3 9 3 71 245 208 
7” 300 Stone, Clay, Glass and Products...... 4 2 I 51 29 5 
IMAGINED. 6 10 6 55 348 403 
ae 200 - Transportation Equipment........... 8 6 2 158 237 27 
Total Manufacturing................ 117 148 10 ,006 5,603 3,212 
WHOLESALE TRADE 
as Farm Products, Foods, Groceries...... 15 $2 28 240 582 357 
PHILADELPHIA Clothing and Furnishings. ........... 2 5 2 12 23 7 
50 Dry Goodsvand Textiles: I 4 6 146 
. ies Lumber, Building Materials, Hardware 4 6 6 32 58 104 
0 Chemicals and Drigs. .....55..445%0.0% 3 I 4 416 3 2 
fi Automotive Products............+-- 5 3 5 56 105 44 
100 Supply 3 3 2 15 18 9 
a = Total Wholesale Trade.............. 49 ae 69 1,060 2,346 1,511 
Per cent of month’s 8.7 10.9 11.8 12.6 19.7 15.4 
ATLANTA Supplies, General 22 16 210 86 203 
sot seneral 12 18 11 116 126 133 
oe, 0 Furniture, Household Furnishings.... 22 20 10 588 154 53 
CHICAGO Lumber, Building Materials, Hardware 19 2 18 20) 264 220 
Automotive 30 31 28 294 376 287 
27 28 19 290 213 637 
Metal 336 403 328 3,074 2,896 3,391 
asi. ST. LOUIS Per cent of month’s total............ 59.6 57.0 56.0 36.6 24.3 34-5 
General 5 10 61 97 351 
Je sol MINNEAPOLIS Carpenters and Builders............. 9 12 12 151 247 382 
| A — Building Sub-contractors............ 21 28 21 187 185 415 
0 (Other Gonttactors I 2 32 105 
50 Total Construction. 36 49 43 431 634 1,148 
Per cent of month’s total............ 6.4 6.9 7.3 11.7 
DALLAS CoMMERCIAL SERVICE 
50+ Cleaners and Dyers, Tailors.......... 4 5 6 29 30 40 3 
Haulage, Buses, Taxis, 6 8 13 342 170 108 
SAN FRANCISCO Hotels 4 3 5 196 123 146 
2 2 3 10 31 26 
100+ MA as 9 10 9 22 76 194 
E Total Commercial Service........... 26 30 39 822 437 557 ; 
Per cent of month's total............ 46 42 6.7 9.8 3:7 5-7 
1935 1936 1937 Total United States. ..<4.652d0005%50 564 707 586 8,393 11,916 9,819 
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the opposite page shows the individual 
industries which have held these two 


groups up. 


Sept. Sept. Per Cent 

1937 1936 Change 
Manufacturing .... 117 107 +9 
Wholesale Trade... 49 69 —29 
Retail Trade. ..... 336 328 + 2 
Construction ..... 36 43 —16 
Commercial Service 26 39 —33 


Very small failures for the last three 
months have comprised a constantly 
decreasing proportion of all failures, 
whereas those with liabilities between 
$5,000 and $25,000 have been increasing 
their proportion, and at the present 
time are actually above the number last 
September. 

This relationship holds true in manu- 
facturing, wholesale trade, and retail 
trade. In construction a greater pro- 
portion of failures has been in both the 
smaller groups, with fewer large fail- 
ures, and in commercial service there 
have been many more small failures. 


Sept. Aug. Per Cent 

Liabilities 1937 1936 Change 
Under $5,000..... 231 243 —5 
$5,000-$25,000 ... 271 254 +7 
$25,000-$100,000 . 50 —30 
$100,000 and over. 12 18 —33 
564 586 —4 


Among the twelve large September 
failures were four manufacturers, four 
retailers, three service firms, and one 
wholesaler. It is interesting that all 
four retailers were selling housefurn- 
ishings, refrigerators, radios, etc., on the 
installment or open account plan. Two 
were old, well-established concerns. 
There were two textile firms among 
the manufacturers, neither very old, a 
brewery which has never been success- 
ful since its start in 1933, and a small 
coal mining company. 

Geographically, the movement of 
failures was spotty. They fell in seven 
Federal Reserve Districts, principally 
Boston, New York, and Philadelphia, 
and rose in five districts, principally 
Richmond, Minneapolis, and Atlanta. 
The San Francisco District was 
sharply divided, with Washington and 
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Oregon reporting increased failures, 
and California fewer failures. The 
geographical distribution resulted in a 
proportionately greater drop in the 
large cities than in the rest of the 
country. 


1936 1937 


Canadian Failures 


Canadian failures dropped from 67 
in August to 63 in September, a figure 
considerably lower than the 96 failures 
last September. Liabilities were $413,- 
ooo compared with $687,000 in August 
and $535,000 a year ago. The third 
quarter of 1937 has showed a 26 per 
cent net drop from the third quarter of 
1936. The greatest improvement was 
in wholesale trade. Construction fail- 
ures were higher in the current quarter. 


Manufacturing, retail trade, and com-_ 


mercial service failures have all de- 
clined about 25 per cent. 


Note: In Dun’s Statistica, Review there are published 
more detailed failure statistics by States, large cities, in- 
dustrial divisions, size of liabilities, and special quarterly 
figures by industries. 


Federal Reserve Jan.-Sept. Jan.-Sept. Per Cent 

District 1937 1936 Change 
11) 123 180 —32 
Minneapolis ..... 136 182 —25 
601 695 —I4 
Cleveland ....... 466 532 —12 
Philadelphia ... . 349 397 —12 
San Francisco... . 754 846 —II 
New York...... 2,051 2.298 —10 
Richmond .. .... 356 364 —2 
Kansas City... .- 313 311 + 1 
Chicago 917 gol + 2 
266 222 +20 

[ 39 | 
FOR 


NOVEMBER 


1000 
V \ 
$25,000—$100,000 
| 
q a 
q | 
’ 
*s REVI 1937 


77-B CASES—CORPORATE REORGANIZATIONS 


These cases should be considered in connection with failures to give a complete 
picture of companies whose financial difficulties have led them to the courts. 


HE number of applications for cor- 

porate reorganization under Sec- 
tion 77-B of the Bankruptcy Act 
declined from 45 in the four weeks 
of August to 42 in the five weeks of 
September, or from a weekly average 
of 11.2 to 8.4. The small weekly num- 
ber brings the 77-B cases back to the 
low level reached late in 1936... Sep- 
tember of last year was the lowest 
month on record with 7.5 applications 
a week. Despite the erratic monthly 
movement September cases have al- 
ways been among the lowest of the year. 


77-B Appuications By Main Divisions 
oF INDUSTRY—SEPTEMBER 1937 AND 1936 


Sept. Aug. Sept. 

1937 1937 1936 
Manufacturing ...... 15 14 14 
Wholesale Trade..... 6 3 2 
Rec 4 4 2 
Construction ........ 1 
Commercial Service... 3 4 3 
Total United States... 42** 45 30 


The decline from August occurred 
principally in real estate companies, 
with applications from among com- 
mercial and industrial concerns show- 
ing little change. This resulted in a 


(*) Not included in tabulation of commercial failures, 
such as real estate and investment companies. 
** Five weeks. 


MontHiy TREND oF 77-B Cases, 1934-1937 


monthly picture very similar to last 
September, not only in weekly numbers 
but in relationship between the groups. 
The following table presents 77-B cases 
by industry groups in the third quarter 
of the last three years and shows that 
the proportion of the groups has varied 
little, with the exception of decreased 
retail cases in 1936 and high service 
companies in the same period. Quar- 
terly figures by industry sub-groups 
since June, 1934, are given in the Octo- 
ber Dun’s SratisticaL REviEw. 


77-B APPLICATIONS IN THE THIRD 
QUARTER 1935-1937 


1937 1936 1935 
Manufacturing ...... 39 42 92 
Wholesale Trade... .. 10 25 
Retail) Trade... 21 12 41 
Construction ........ 2 2 
Commercial Service... 12 15 24 
Commercial Cases.... 86 79 184 
54 25 45 


The 29 September commercial and 
industrial cases included eleven capi- 
talized under $25,000; seven between 
$25,000 and $100,000; and eleven over 
$100,000, of which four were very large 
with capital stock of $1,000,000 or ap- 
proaching thereto. As usual the ma- 
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jority of the small companies were 
recently organized, although a few 
were successions to individually owned 
or unsuccessful enterprises. The four 
largest companies were organized in 
1891, 1910, 1914 and 1932. 

Despite varied lines of business each 
of these four companies, of similar 
size has an accumulated indebtedness 
of about $600,000. The brewery, profit- 
able until 1935, was petitioned into 
77-B by trade creditors, although in 
default on bond payments due this 
month. The lumber company, in diffi- 
culties in 1927 from too-rapid expan- 
sion, obtained extensions and bond 
refinancing to 1937. The recent death 
of the president of the mining company 
not yet in large production no doubt 
precipitated its 77-B action. The tire 
company, although well-established, 
has sustained losses since 1930 and been 
involved in litigation. 


77-B Apptications By MontHs 


NuMBER 

1937 1936 1935 1934 
January ...... 33 84* 104* ee 
February 45 72 74 
82* 50 86 
June 62* 59 65 104 
45 33 05* 102* 
September ... 42* 30 2 62 
Octaber ......... 54* 95* 73 
November ....  .. 35 44 
December ....  .. 41* 79 98 


* Five-week month. ** Twenty-nine weeks. 


WEEKLY AVERAGE 


1937 1936 
January ...... 8.2 16.8 20.8 
February ..... 18.0 18.5 
MAR 16.4 12.5 21.5 
12.8 10.2 28.0 
LES 27.0 
| 12.4 14.8 16.3 34.7 
13.2 8.2 20.5 23.5 
August... 8.3 19.0 20.4 
September ... 8.4 a5 13.0 15.5 
10.8 19.0 18.3 
November .... ... 8.8 11.0 20.2 
December .... ... 19.8 24.5 
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SIGNIFICANT BUSINESS INDICATORS 


COMPILED BY THE STATISTICAL STAFF OF “DUN’S REVIEW” 


More detailed figures appear in *‘Dun’s Statistica, Review" 


Bank Clearings—22 U. S. Cities 
(Millions of dollars) 


Dun & Bradstreet 
Wholesale Commodity Price Index 


Oct. 1, Sept. 1, 


Monthly Daily Average———— Groups: 1937 1937 
1937 1936 1935 I 1936 I , aa 
February ....... 23,718 22,065 19,108 1,078.1 959-3 868.5 “4194 
23,951 22,473 22,908 958.0 898.9 881.1 Textil 6 
26,015 24,766 24,100 1,000.6 952.5 926.9 Gaal 9391 
22,260 21,269 22,313 856.2 818.0 826.4 Oils pe 
September ..... 24,076 23,927 20,986 963.0 957.1 874.4 A 
iscellaneous ...... -4976 
Total... 298,790 = 272,895 987.1 904.0 | Total All.......... $10.8483 $10.9579 
Building Permit Values—215 Cities | March ............ 11.3494 9.9196 
By Geographical Groups 11.5159 9.8191 
September September Change August Change June ............. 11.3374 9.7374 
Groups: 1937 1936 P.Ct. 1937 P.Ct. 11.2734 9.8538 
New England. ...... $5,331,200 $3,751,115 42.1 $5,490,550 — 2.9 
Middle Atlantic...... 22,273,113 23,793,678 — 6.4 21,981,456 + 1.3 
South Atlantic... ..... 9,510,509 9,885,231 — 3.8 11,139,781 — 14.6 | November......... 10.2214 
East Central: ......... 18,715,200 25,122,219 — 25.5 21,816,765 — 14.2 10.7895 
South Central. ...... 6,515,604 7,020,596 — 7.2 8,251,303 — 21.0 : 
West Central ........ 457745540 3,676,547 29.9 3,881,593 + 23.0 Monthly Average.... $11.2658 $10.0989 
17,228,859 13,996,946 + 23.1 13,406,649 + 28.5 
Dun’s Index Number 
$86,710,800 $88,696,190 — 2.2 $87,589,587 — 1.0 of Wholesale Commodity Prices 
New York City...... $14,488,718 $17,331,441 — 16.4 $13,167,997 + 10.0 
Outside N. Y. C...... $72,222,082 $71,364,749 + 1.2 $74,421,590 — 3.0 bens 1 
Breadstuflg . $30.066 
Dairy and Garden... 19.265 18.542 
Other Food........ 18.527 18.539 
World Visible Wheat Supplies 32.892 34.063 
(Thousands of bushels) Metals 26.238 
Total Miscellaneous ...... 38.742 38.691 
U.S. TowbU.S. U.K.* America 
Eastof Pacific and Canada Conti- and 
1937 Rockies Coast Canada bothCoasts Afloat nent * Europe ‘ (First of Month) 1937 1936 
Aug. 7... 107,731 2,288 30,023 140,042 33,700 4,500 178,242 | January ........... $206.544 $178.063 
Aug. 14... 116,440 2,453 29,228 148,121 33,500 4,200 185,821 <4 203.206 179.045 
Ag; 123,076 2,759 30,769 156,706 32,700 3,700 193,106 205.177. 179.601 
Aug. 28... 129,732 3,590 38,379 171,701 32,300 3,500 207,501 ARMs cnccunseccas 205.550 173.649 
Sept. 4... 134,810 3,869 49,764 188,443 31,200 3,400 223,043 204.981 173.485 
Sept. 11... 136,535 4,737 573144 198,416 30,500 3,600 232,516 cre 201.516 172.136 
Sept. 18... 137,489 6,574 67,452 211,515 30,000 3,300 244,815 202.413 178.240 
Sept. 25... 137,462 5,662 74,507 217,631 30,200 3,100 250,931 193.940 181.878 
Oct. 2... FaTOae 5.475 74,858 217,374 31,000 3,300 251,674 September ........ 192.778 182.498 
Oct. 9... 136,060 5,358 74,135 215,553 35,500 3,200 254,253 193.674 183.153 
Oct. 134,970 5,265 73,266 213,301 35,500 3,000 251,801 184.397 
IGE AST 5,129 72,857 209,443 36,200 3,000 248,643 192.959 
* Reported by Broomhall. Monthly Average.... $200.978 $179.925 
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THROUGH THE STATISTICIAN’S EYES 


ODD AND INTERESTING ITEMS FROM THE MONTH'S RECORD 


Carloadings 
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FREIGHT-CAR LOADINGS—January 1933-August 1937—Board of Governors 

of the Federal Reserve System—1923-1925==100—The recovery of the 

index has been slow but appears to have gained momentum in the last 
year and a half. 


REIGHT is by far the largest single source of railroad 
revenue. The Association of American Railroads 
reported that in 1936 it contributed $3,309,000,000 of the 
total $4,053,000,000 operating revenue, or 82 per cent. Pas- 
senger revenues amounted to only 10 per cent of the whole. 
Carloadings in 1936 were the highest since 1931, but 
1937 shipments must be still higher in order to maintain 
last year’s level of earnings in the face of lower freight 
rates and increased operating expenses. For the first nine 
months of the year volume was well above the comparable 
period of 1936, with encouraging gains made in the loadings 
of coke and ore, the raw materials of the steel industry. 
Record crops are a favorable factor in the outlook for the 
last quarter of the year. 

Although traffic depends largely on business activity, it 
has failed to recover from the depression lows with the 
same speed as that shown by industry. In the first eight 
months of 1937, industrial production, as measured by the 
Federal Reserve adjusted index, was only 4 per cent below 
the comparable 1929 period, while the adjusted index of 
carloadings was 25 per cent below its 1929 level. 


Capital Issues 


AT THE END of the second quarter of 1937, domestic secu- 
rity financing for the year amounted to $2,965,000,000 (not 
including U. S. Government issues), or $1,203,000,000 less 
than in the same period of 1936, with corporate issues ac- 
counting for 95 per cent of the decrease. The disturbed state 
of the security markets, and the uncertainty of interest rates 
and monetary values are factors in the decline. Government 
regulation, through the Securities and Exchange Com- 
mission, also exerts an influence over investment volume. 


Corporate flotations comprised 75 per cent of the total in 
1936, and 68 per cent in 1937, in contrast to 86 per cent in 
1929 and 38 per cent in 1933. Before 1933 the major part of 
the corporate issues was for new capital purposes, but since 
1933 the largest portion has been devoted to the refunding 
of outstanding issues. 

In the first eight months of 1936, corporate offerings for 
new capital funds increased appreciably, reaching $703,000,- 
000, or almost four times the total for the corresponding 
period in 1935. The increase from 1936 to 1937 was not so 
considerable, but the total of $919,000,000 for the eight 
months ending August 31 is the highest for all comparative 
periods since 1931—and this despite the fact that total cor- 
porate issues dropped sharply from 1936 levels. 


MILLIONS OF DOLLARS 


1933 1934 1935 1936 1937 


CaPITAL FLOTATIONS—January 1933-September 1937—Commercial ana 
Financial Chronicle—The volume of corporate issues and the proportion 
of these to all issues are important indicators of business confidence. 


Issues for new capital purposes are often considered sig- 
nificant in their relation to purchases of real estate and 
equipment, yet they are not entirely accurate barometers of 
future corporation expenditures. It is equally true that 
issues for new capital may be designed to repay unfunded 
debts rather than to expand business, and that expansion 
and new enterprise may be undertaken through means 
other than issues. 


Candy Consumption 


THE CANDY INDUSTRY appears to have suffered no disas- 
trous slackening in demand as a result of repeal and the 
abrupt rise in liquor sales. In the three years, 1934 through 
1936, the United States consumed 200,000,000 gallons of 
distilled liquors alone, and, during the same period, nearly 
6,000,000,000 pounds of candy, or 400,000,000 pounds more 
than in the three pre-depression years. 

The report of the Department of Commerce estimates 
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PER CAPITA CONSUMPTION OF CANDY—1927-1936—United States Depart- 
ment of Commerce—Pound consumption in 1936 was the highest in the 


ten-year period. The slump in dollar consumption may be explained by 
lower prices and the demand for less-expensive merchandise. 


the per capita consumption of candy on a pound and dollar 
basis by dividing production totals and manufacturers’ 
sales by population. It warns against use of the dollar 
consumption figures as exact indicators of the amount of 
money spent on candy by each person in the United States, 
since the sales totals used are manufacturers’ and not re- 
tailers’. 

Monthly reports from the industry reveal the definite 
seasonal pattern of candy demand. May to August com- 
prise the slack period, with July normally the lowest month 
of the year. Cooler weather and Christmas buying cause 
a sharp increase in demand, and sales reach their peak in 
the pre-holiday months. 


Air Conditioning 

In THE 1920’s air conditioning was still very new; its 
growth has happened in this decade. In 1936, the installed 
cost of equipment sold by members of the Air Condition- 
ing Manufacturers’ Association amounted to $49,942,301, 
and in the first six months of 1937 to $60,797,397. It is 
interesting to note that builders are already facing the 
problem of installations for the moderate-priced home, 
and that engineers are worrying about facilities for water 
supply and disposal. 
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AIR CONDITIONING SALES—January 1936-August 1937—Air Conditioning 
Manufacturers’ Assoctation—The highest monthly sales totals in the his- 
tory of the industry were established in the first half of 1937. August 
sales were the lowest for the year, and 10 per cent below last August. 


The Association’s figures are not available before 1936, 
but some indication of the rapid growth of the industry 
may be derived from figures on new orders of air condition- 
ing equipment, published monthly by the Bureau of 
Census. From January 1933 to July 1937, monthly orders 
in the fan and unit-heater groups increased from $363,000 
to $2,433,000, or almost seven-fold. 


Internal Revenue 


IN THE FISCAL YEAR ended June 30, 1937, the Federal 
Government collected more from internal tax levies than 
it did at any other time in its history, excepting only the 
post-war year, 1920. The gain of more than $1,000,000,000, 
or 32 per cent, over last year’s revenue is partly due to the 
new Social Security and Carriers’ Act items, but is mainly 
a reflection of the sharp increase in income, excess profits, 
and unjust enrichment taxes. Returns from this one class 
alone were $752,000,000 more than in 1936. 


(224 OTHER INTERNAL REVENUES 
GB INCOME AND PROFIT TAXES Y 
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INTERNAL REVENUE COLLECTIONS—1929-1937—United States Treasury 
Department—Returns in 1937 were 58 per cent higher than in 1929, 
although income and excess-profits tax collections were 8 per cent less. 


The principal sources of internal revenue during the fiscal 
year 1937 were as follows: 


Income, excess profits, and unjust enrichment taxes... .. . $2,179,841,835 


Social Security and Carriers’ Act taxes... 265,745,308 


618,061,929 


Variations in collections from year to year are the result 
not only of changes in business conditions but also of dif- 
ferences in rate levies, and both these factors must be con- 
sidered in analyzing returns. In the fiscal year 1937, for 
example, taxes were based on incomes of the calendar years, 
1935 and 1936, with the Revenue Act of 1934 applicable in 
the early part of the period, and the 1936 Act in the latter 
part. 
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HERE AND THERE IN BUSINESS 


WHAT'S NEW AS OBSERVED BY THE AGENCY’S REPORTERS 


HE HORATIO ALGER story of 

the National Safety Congress, held 
last month in Kansas City, concerns the 
Lyman-Richey Sand & Gravel Corp., 
of Omaha, Neb. Time was when the 
22 Lyman-Richey plants were the sub- 
ject of uncomplimentary remarks at 
the hands of the Nebraska compensa- 
tion commission and kept insurance 
executives awake at night worrying 
about them. 

That was the situation when a vet- 
eran employee, not an outside expert, 
was made safety director of the com- 
pany. Knowing no new wrinkles, but 
relying on extensive use of well-estab- 
lished methods for promoting safety- 
mindedness, H. A. Koop, the director, 
began to make slow-but-sure progress. 
Recognition of success under difficult 
circumstances has come this year with 
his winning of the National Safety 
Award. 


Blinkers—Henceforth cab drivers in 
Baltimore will have fewer worries 
when they are suspicious of their pas- 
sengers. Several companies, among 
them Yellow Cab, Diamond Cab, and 
Sun Cab, have equipped their vehicles 
with blinker lights which the operators 
may use to signal the police if they feel 
that they are in danger. 

The blinkers have been placed on 
the cabs’ roofs, out of the passengers’ 
sight. Oddly enough the lights are 


green. 


Bull’s-eye—When your power plant 
is a municipal one and in the city of 
Independence, Mo., you can’t very well 
declare by fiat that your employees stop 
chewing tobacco simply because their 
marksmanship is falling off. The 
thought of curtailing individual liberty 
in Independence is preposterous. 

Confronted with this limitation, 
Foreman J. R. Fisher hit upon the idea 
of painting targets around the cuspi- 


dors which had been placed in vain at 
strategic points about the plant. He 
writes: “I thought in the beginning 
that the experiment could not work 
out satisfactorily, but to my surprise 
the men took it in good spirit. So far 
about 85 per cent of the tobacco users 
have stopped. Each has remarked to 
me that the bad habit had never been 
impressed upon him so clearly as being 
offensive until the targets were painted 
on the floors.” 


Double-Feature—P roceeding on 
the theory that many of its potential 
customers subscribe to two Sunday 
papers and on the Sabbath like nothing 
better than a treasure hunt, B. Altman, 
New York department store, recently 
advertised two sales where it would 
normally advertise one. 

In the Times appeared a display fea- 
turing curtains and rugs, carrying also 
a notice which read: “See today’s 
Herald-Tribune for dramatic value in 
furniture.” In the Herald-Tribune, of 
course, a part of the dramatic-furniture 
ad reciprocated, saying: “See today’s 


The 400—Because of the important 
part assumed by women in business the 
United States Fidelity and Guarantee 
Company has augmented its study of 
1001 embezzlers (963 men and 38 
women) with a special report on 400 
women embezzlers. In form outward- 
ly different, their motives are substan- 
tially similar, the survey concludes, and 
neither sex has a monopoly on honesty. 

Women in their thirties were most 
troublesome, next so—those in their 
twenties. Married women, hard 
pressed to help support families, com- 
mitted more defalcations than those 
who were single. Likewise, more 
widows felt that the burden of de- 
pendents forced them to steal than did 
the divorced and separated women. 
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To judge by the “time-employed” table, 
the early years are the hardest. Half 
of the assaults on the cash register were 
apprehended within four years of em- 
ployment dates, and the period during 
which embezzling took place generally 
covered a year or two. 

Causative factors naturally overlap, 
but of the many, 23 were singled out. 
In the greatest number of cases, 105, 
embezzling was attributed to “living 
above means.” Other items run the 
gamuts of aspiration, sacrifice, and 
misery: “family living expenses, 81”; 
“influenced by man who got part or 


Licnter—Built in Italy by a licensee of the 
E.G. Budd Company, Philadelphia, these stainless 
steel cable cars, with cellophane windows, will 
be lighter by half than those now in the Alps. 


all, 23”; “pleasure—dissipation, 28”; 
“clothes—extravagance, 15°; “poor 
character, only 26”; “to buy husband 
artificial leg, 1”; “incensed at dis- 
missal, 1.” 


River of Coal—Nineteen motor- 
driven continuous belts carrying coal 
four and one-third miles from the Co- 
lonial Mines of the H. C. Frick Coke 
Co. to the Colonial Dock on the Mo- 
nongahela River comprise the longest 
underground conveyor in the world. 
Three hundred feet below the rolling 
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uplands of the Monongahela Valley 
this man-made river of coal moves 
along the narrow channel of its 
V-shaped belt, forty-eight inches wide. 

When it first became desirable to 
mine this inland coal and transport it 
to the river it was planned to haul the 
coal underground with electric loco- 
motives, but only one tunnel was avail- 
able for haulageway. The compromise 
which has resulted uses both railway 
and conveyor, with electric trams 
travelling on spoke lines converging at 
the hub which is the conveyor’s start- 
ing point. 

Conveyor’s speed is 490 feet per 
minute. Rated capacity 8,500 tons per 
eight-hour day. Record load was an 
average for June 3, 1935, of 1,824 tons 
per hour. Longest life of any belt was 
that of Number 4, which is 1,027 feet 
long and lifts its load twenty feet. 
Number 4 carried 28,868,301 tons of 
coal before wearing out. 


Better—Are men better drivers than 
women? We have known the answer 
all along, of course, but it was only 
recently that the American Automobile 
Association at last put itself on record 
in supporting us. After a year of tests 


made in every state, Burton W. Marsh, 
trafic engineer, declares that men are 
superior at the wheel because they gen- 
erally have better vision, are not so 
easily blinded by headlights, hear bet- 
ter, concentrate more effectively, and 
park better. 

On the other hand, engineer Marsh 
concedes that women drive more slow- 
ly, distinguish the color of traffic lights 
more quickly, and, of all things, see 
more quickly and clearly from the 
corner of the eye. 


Of Water—Someone with a grudge 
against Fall River, Mass., might like to 
broadcast the fact that its citizens use 
less water than the citizens of any other 
city of 100,000 population. Resentful, 
these same citizens would wish to re- 
tort that at any rate their water con- 
sumption is fifty-two gallons per capita 
per day. 

Both iconoclasts and patriots can 
find these weapons in the Department 
of Commerce’s recently published mar- 
ket study for the air-conditioning in- 
dustry. After a four-year increase in 


installations of 1,400 per cent, what dis- 


turbs the air-conditioning industry 
most is not the problem of finding cus- 


PLumBers’ TEaM—First conceived by an employee of the Crane Company's branch in Los Angeles, 
this end run with perfect interference was erected by two former football players in the company’s 
training school for engineers. 
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tomers, but rather finding customers 
in the right cities. 

For instance, Atlanta, Columbus, 
and St. Paul are using the full capacity 
of their water systems, and consequent- 
ly sales potentialities are limited. 
Other cities, among them New York, 
Dayton, Hartford, Oklahoma City, 
Philadelphia, and Pittsburgh, are al- 
ready using 75 to 96 per cent of their 
capacity. A difficulty of another sort 
arises in Minneapolis, where water 
sources can be increased 500 per cent 
and pumping capacity 38 per cent, but 
where sewage mains can carry an in- 
crease of only 10 per cent. 

A by-product, obviously, of this mar- 
ket study for the air-conditioning in- 
dustry is the evidence pointing to 
potential markets for water works and 
sanitary works equipment. 


Coincidence—Already recognized 
for a certain measure of material suc- 
cess, the Goodyear Tire & Rubber Co. 
has lately been tracing its genealogy. 
In doing so it has spaded up the activi- 
ties of a remarkable Englishman, Sir 
Henry Wickham, who must have had 
a premonition in 1876 of the automo- 
bile era to come. 

At any rate, 60 years ago America 
was getting her rubber in Brazil, from 
a limited supply of wild trees. Had 
Brazil continued to be the only source 
of supply 25 years later, the high cost 
of tires would doubtless have restricted 
automobile ownership in the United 
States to a relatively small group. To 
obtain enough rubber for a six-ply tire 
for a low-priced car, two trees must be 
tapped for an entire year. 

But upon the scene strode Sir Henry, 
who considerately carried Brazilian 
seeds to Malaya and the Netherlands 
Indies. By the turn of the century his 
trees had matured, and increasing sup- 
plies of rubber from the East Indies 
became available, when they were 
most urgently needed. 

So if we like our automobile now 
that we have it we are indebted to Sir 
Henry, the man who got in before 
there was a ground-floor. 
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THE BUSINESS BOOKSHELF 


BUSINESS . . . FINANCE . . . ECONOMICS . . . GOVERNMENT 


OME TIME ago Harry Elmer 
Barnes succumbed to a temptation 
which must plague every historian, to 
encompass all time, and out of his ca- 
pitulation came The History of West- 
ern Cwilization. The economic parts 
of that study, reworked and extended, 
appear now in a second volume as 
An Economic History of the Western 
World (Harcourt, Brace & Co., $5.50). 
Dr. Barnes’s definitions of both “eco- 
nomic” and “western world” are gen- 
erous. As he himse)f declares, his book 
“traces the development of economic 
life from the fish-hatchet to automatic 
machinery and synthetic foods, from 
tribal barter to international exchange, 
from primitive notions of property to 


the property clauses in the great Euro- 
pean legal codes of our day, and from 
the occasional instances of naive primi- 
tive communism to the deliberate effort 
to establish communism of Soviet 
Russia.” 

An impressive introduction. But a 
book might conform to specifications 
such as those and still be merely 
another “extensive historical review,” 
with all the faults of superficiality. For 
assurance that this is an intensive, as 
well as extensive, piece of work the 
reader need only turn to the index. 
Scanning the L’s he will find: 

Labor, child, 245, 316-317; child 

in mines, 319; dignity of, 123; 
factory 313-321; legislation in the 


United States Supreme Court, 
599-600; monotony, 314; move- 
ment, 515-520; movement, radi- 
cal, 633-634; regulations, 313-314; 
supply, English, 297; theory of 
value, 435-612; women, 316-317; 
World War, effect, 686-688. 
(Unorthodox as it may be to review 
a book by reviewing its index, the 46 
pages appended to An Economic His- 
tory of the Western World are especi- 
ally noteworthy. They make of it a 
valuable reference book for speech- 
making business men, advertising copy 
writers, editors, and journalists.) 
Ancient and medieval economic life 
have their brief treatment in this his- 
tory, but Dr. Barnes hurries on, on 
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BOOK 


AUTHOR 


SUMMARY 


HOW TO SELL IN CHAIN STORES, 


by Fred B. Barton. Harpers, 104 pages, 
$1.50. 


FINANCING THE CONSUMER, edited 
by John H. Cover, University of Chicago 
Press. 112 pages, $1. 


BUSINESS UNDER THE NEW PRICE 
LAWS, by Burton A. Zorn and George 
J. Feldman. Prentice-Hall, 440 pages, 


$5. 


INVESTMENT TRUSTS AND FUNDS, 
by E. C. Harwood and R. L. Blair, 
American Institute for Economic Re- 


search. 97 pages, $1. 


GERMANY: THE LAST FOUR YEARS, 
by Germanicus. Houghton Mifflin. 116 


pages, $1.75. 


THE INTERPRETATION OF FINAN- 
CIAL STATEMENTS, by Benjamin 
Graham and Spencer B. Meredith. Har- 
pers. 122 pages, $1. 


MATHEMATICS FOR THE MILLION, 
by Lancelot Hogben. W. W. Norton. 
647 pages, $3.75. 


AN ECONOMIC HISTORY OF THE 
WESTERN WORLD, by Harry Elmer 
Barnes. Harcourt, Brace. 751 pages, 


$5.50. 


For some years manager and supervisor of 
chain stores and a friend of chain-store 
presidents and managers, he has written 
many articles about them and their work. 


Professor of statistics, Chicago U.; former 
director, Bureau of Business Research, Pitts- 
burgh U.; author of Advertising, Its Prob- 
lems and Methods, and others. 


Attorneys; the former, one-time Chief of 
Trade Practice, Compliance Division, and 
Counsel for NRA in New York State; the 
latter, until recently, attorney for FTC. 


The former, author of Cause and Control of 
the Business Cycle, What Will Deflation 
Mean to You?, and others; the )atter, re- 
search assistant. 


A dozen anonymous men, said to be, or to 
have been, of some importance in Germany’s 


military, financial, and industrial affairs. 


The former, head of security analysis divi- 
sion, New York Stock Exchange Institute; 
the latter, instructor in security analysis at 
the Institute. 


Research biologist, professor of biology, Uni- 
versity of Aberdeen; formerly taught at 
London School of Economics; Fellow of 
Royal Society. 


Lecturer on economic history at the New 
School for Social Research, New York; 


author of The History of Western Civiliza- | 
| and institutions of the modern age. Reviewed in this issue. 


tion; syndicate journalist. 


REVIEW FOR 


A fresh, readable book which the head of any retail business 
would want for himself and his sales persons—especially man- 
agers of chain stores. Principles of making a store attractive, 
of keeping customers, etc. 


Report of a conference on consumer financing held at the Uni- 
versity of Chicago; a symposium containing short studies of 
many aspects of the subject, written by specialists with diverse 
backgrounds, in trade, banking, and universitics. 


Written for the business man as well as the lawyer, a review of 
the history of early business legislation, followed by a more de- 
tailed examination of the Robinson-Patman Act and the more 
recent price-maintenance laws. 


A discussion of investment trust history and good and bad in- 
vestment trusts here and abroad, intended to aid the average 
man in finding a solution for his personal economic problems 
through sound investment. 


Making use, allegedly, of German official) figures (no budget 
has been published since 1934), this is an account of German 


governmental expenditures for the last four years. 


By defining balance sheet and income statement elements, by 
setting forth ratio methods of analysis, and by defining other 
financial terms and phrases, this book aims to simplify the read- 
ing of financial statements, 


Mathematics popularized and simplified so that they may be 
“human, exciting, and powerfully helpful.” The chapter 
heading ‘Euclid Without Tears, or What You Can Do with 
Geometry” is a sample of the quality that has made it a best seller. 


Because it is an economic history and because the industrial 
revolution marks the beginning of so many new economic 
achievements, two-thirds of its pages are devoted to the events 
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through the period of discovery and 
the commercial revolution. His is an 
economic history and accordingly he 
is saving the last two-thirds for the 
sweeping changes which came with the 
Industrial Revolution. The changes 
are so vast that the author finds it con- 
venient to speak of two more revolu- 
tions, the Second and the Third. 

The characteristics which differen- 
tiate the Second from the First are 
mainly the complexity and increased 
speed of industrial transformations. 
The Third Industrial Revolution, be- 
ginning about 1918, is characterized 
by even more complex machines, which 
Dr. Barnes considers significant be- 
cause they not only do work formerly 
done by men, but in turn are tended 
and supervised by other machines, such 
as the radio or the photoelectric cell. 

Within the framework of these 
periods and successive industrial revo- 
lutions Dr. Barnes has constructed his 
story of economic development, suc- 
cessfully synthesizing the judgments of 
a wide diversity of specialists. If there 
are shortcomings they are of the sort 
which emerge when a historian brings 
himself into the present and becomes, 
almost inevitably, a social philosopher. 


Interpretation 


As perspective shortens, “interpreta- 
tion” expands, becoming less and less 
objective. It becomes harder to resist 
quoting the brilliant but dyspeptic H. 
J. Laskt when he says: “The poor were 
consigned to a God whose dictates were 
by definition beneficent; and if they 
failed to understand the curious inci- 
dence of his rewards that was because 
his ways were inscrutable.” It becomes 
easier, likewise, to paint only one side 
of the machine line-production picture, 
stressing its exacting and monotonous 
nature, forgetting that some workers 
appear to be temperamentally suited 
to it; forgetting, too, that Soviet Russia, 
which comes off rather well at Dr. 
Barnes’s hands, also has its Stakhan- 
offism. But quibbles over interpreta- 
tion notwithstanding, his is a thor- 
ough, praiseworthy history. 


A NOTE on THE ROBINSON-PATMAN ACT 


(Continued from page 25) 


interpretation most vehemently. Prac- 
tically speaking, it has the difhculty of 
requiring information on the costs for 
all members of the industry in order 
to establish such permissible maxima. 
And the result would be a price struc- 
ture built up piecemeal from the rec- 
ords of one man in one element and a 
second in another, etc. The simple 
industry average would be simpler, but 
of doubtful application as an exact 
guide to individuals. 
much for such a test. 

Perhaps the most reasonable solution 
to this problem may be the middle 
ground—the measurement of costs ac- 


Costs vary too 


cording to the experience of the indi- 
vidual business man with the type of 
transaction under scrutiny. His price 
structure should not be related to some 


single transaction but must have more 


permanence and breadth. By this ap- 
proach, the purposes of the law would 
be served, since persistent discrimina- 
tion in excess of cost differences would 
be outlawed, and the practical values 
of greater knowledge, which may be 
the greatest benefit of the Act, would 
be realized. And, of considerable im- 
portance, the burdens placed on indus- 
try by the law would not be excessive. 

The above discussion has greatly 
oversimplified the possible answers to 
the problem. In fact, the evolutionary 
processes of interpretation may lead 
eventually to a combination of all three 
approaches, according to the nature of 
the specific problem. This article is 
intended to outline the problem rather 
than give the final answer. That must 
come from the Federal Trade Com- 
mission and the courts. 


RETAIL CREDITS 


(Continued from page 26) 


kind, such losses cannot be considered 
startling. 

The fault lies not so much ina liberal 
credit policy, but rather, as a foremost 
petroleum management authority re- 
cently emphasized, in “conditions not 
subject to the control of the company 
alone. Marketing losses are the results 
of conditions common to the industry 
—price wars, dilution in volume of 
sales through unnecessary increase in 
number of stations, the high standard 
of service rendered as a measure of 
competition, increased labor costs, at- 
tempts to cover a territory rather than 
to select only attractive and profitable 
spots, etc.” So credit thus becomes a 
sales adjunct, a factor in competition, 
with credit men soliciting, promoting, 
and making sales. 

The general experience of marketers 
embarking on an extensive retail credit 
sales campaign has been more or less 
uniform. In the beginning, to obtain 
volume in the shortest space of time 
possible, a liberal program of obtaining 
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new customers is launched through the 
use of credit cards or some similar de- 
vice. At the end of a year, manage- 
ment calls a temporary halt, because, 
as one credit official rather naively in- 
dicated, “a campaign of this kind re- 
sulted in losses somewhat out of the 
ordinary—1.4 per cent.” 

Following a drastic retrenchment 
period, the next step is to concentrate 
on increasing the sales per credit unit, 
and thus obtain a larger volume from 
each customer who has meanwhile es- 
tablished himself as a reasonable credit 
risk. 

Minimum credit losses on retail sales 
at filling stations can be achieved only 
when each account is carefully investi- 
gated before being approved for credit. 
The experiences of marketers through- 
out the country have proved this point; 
when credit has been made available 
indiscriminately as a sales promotion 
stunt, losses have run well above 1 per 
cent, and at times as high as 2!4 per 
cent, but when accounts are rigidly in- 
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vestigated, losses can be reduced even 
below 1/10 of 1 per cent. The wisdom 
of a policy that confines losses to such 
a small figure is to be questioned, for 
it would seem to be defeating the pur- 
pose of the sales organization in having 
its credit personnel assist in obtaining 
increased desirable gallonage. 

The marketers pursuing an intelli- 
gent and efficient sales-credit policy in 
dispensing petroleum and allied prod- 


“ADJUSTED 


a factor to an unadjusted index yields 
figures of very doubtful parentage, 
neither adjusted nor unadjusted. In 
January such figures would be higher 
than a properly adjusted index, they 
would decline in relation to the ad- 
justed series throughout the year to a 
low point in December, and would 
then increase abruptly in January. 


Better Methods 


Methods have been devised, how- 
ever, which if carefully applied yield 
seasonal factors that include about all 
of the seasonal and practically none of 
the non-seasonal differences among the 
various months. The procedure usual- 
ly followed has four main stages. The 
first consists in smoothing the original 
series, often by means of a twelve- 
month moving average, to obtain a set 
of figures entirely free of seasonal varia- 
tions. The differences in each month 
between the original series and the de- 
rived smooth curve are then measured, 
usually on a percentage basis. Next 
these differences for all the Januaries, 
Februaries, and so on are grouped to- 
gether and averaged. As a final step 
these averages for the separate months 
are usually adjusted so that their total 
for each calendar year equals 1,200 or, 
in other words, so that their average for 
the year equals 100. Where the sea- 
sonal variation is changing, the deter- 
mination of points on a trend may be 
substituted for the averaging process. 

In obtaining these seasonal adjust- 
ment factors the statistician has pro- 
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ucts at retail outlets should find a mean 
of loss running between 1 of 1 per cent 
and 1 per cent of total credit sales. 
There has been a very rapid growth of 
consumer credit granting since the de- 
mise of the oil code; and there does not 
appear to be a possibility of curtail- 
ment, particularly on the part of na- 
tional and chain marketers, in extend- 
ing credit privileges to the masses of 
the consumer group. Thus it has be- 


come increasingly important to exer- 
cise proper control of credit accounts. 
To do this the administrator must 
possess the imagination to visualize 
coming events, the intelligence to com- 
prehend and understand changing con- 
ditions, the patience to analyze and 
solve the multiple credit problems aris- 
ing from day to day, and the ability to 
harmonize the aims of sales promotion 
with well-balanced credit technique. 


FOR SEASONAL VARIATION” 


(Continued from page 19) 


cessed the original series in a way that 
bears considerable resemblance to the 
steps taken by a business man in iron- 
ing out seasonal fluctuations in his own 
affairs. Managers are keenly aware of 
the inefficiencies that come with either 
very slack or very rush seasons and the 
rate of production that is desired from 
a seasonal point of view is analogous to 
the statistician’s final adjusted index. 
Before attempting to smooth out his 
production schedule, however, the busi- 
ness man, like the statistician, first de- 
termines the timing and the extent of 
the seasonal swings. To find this out 
as accurately as possible he examines 
his production figures over a period of 
several years and finds that, independ- 
ently of the rate of growth of his busi- 
ness and of general business conditions, 
some months of the year are more ac- 
tive than others. Usually he finds that 
these seasonal variations form a fairly 
regular swing, or perhaps two swings, 
during the course of a year; the first 
and third quarters are often higher 
than the second and fourth. He is then 
in a position to tell how much business 
on the average should be added to the 
low months (or cut off the high) to 
obtain a smooth production schedule. 

Obviously there are some industrial 
processes that cannot be maintained at 
an even keel throughout the year. At- 
tempts to iron out the wide swings in 
the canning industry by packing such 
products as baked beans and spaghetti 
in the slack season have reduced the 
prices of these products to an extent 
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which makes it more profitable for 
many firms to shut down completely. 
Similarly, it seems probable that stable 
operations in consumers’ goods indus- 
tries and in trade can be only approxi- 
mately attained in view of the likeli- 
hood that needs and buying habits will 
always be somewhat seasonal. Where 
seasonal differences between produc- 
tion and consumption persist, the prob- 
lem becomes one of determining the 
most economical relationship between 
costly idleness of man-power and 
equipment and costly storage of goods. 
In the case of service industries, of 
course, only the former evil can be 
chosen. 


Seasonal Factors 


Seasonal adjustment factors, aside 
from their use in adjusting the series 
from which they were derived, them- 
selves constitute an index of seasonal 
variation that has considerable eco- 
nomic significance. In such an index 
the difference between the peak month 
and 100 indicates the amount of excess 
capacity needed in a particular estab- 
lishment because of seasonal variation 
in production and the difference be- 
tween the peak and bottom months 
measures roughly the severity of sea- 
sonal unemployment. Indexes of sea- 
sonal variation for various classes of 
freight-car loadings are useful in fore- 
casting the needs of the railroads for 
different types of cars. 

When used for purposes such as 
these, the timing of seasonal variation, 
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as well as its amount, must be con- 
sidered. A long period during which 
10 per cent of the workers attached to 
an industry are seasonally unemployed 
may work more hardship than a com- 
plete shutdown lasting only a month 
or so. On the other hand, the labor 
force needed to handle the sharp sea- 
sonal peak in department store sales 
must be largely composed of indi- 
viduals who are not usually gainfully 
employed and the lower level of em- 
ployment in other months of the year 
cannot, therefore, be said to represent 
seasonal unemployment. 

Seasonal factors derived from an in- 
dex number which is itself a composite 
of several different index numbers 
must be used with considerable caution. 
The fact that the seasonal fluctuations 
in factory employment as a whole have 
become greater during recent years 
does not mean, for example, that the 
seasonal swings in individual indus- 
tries are growing wider. On the con- 
trary, more of the industries than not 
were becoming less seasonal and the 
greater seasonality of the whole was 
accounted for by the relatively greater 
importance of industries like automo- 
bile manufacturing and canning which 
have always shown very large seasonal 
movements. Moreover, even now the 
amount of seasonal variation in total 
factory employment is not very great 
in spite of the violent seasonal move- 
ments in particular industries because, 
in the total, the seasonal fluctuations of 
one industry are largely offset by those 
of other industries which have their 
peaks and valleys at different times 
during the year. 

Although indexes of seasonal varia- 
tion are being used to an increasing ex- 
tent in the study of seasonal fluctuations 
in trade and industry, the business cycle 
is likely to remain for some time a 
much more pressing problem for both 
economists and business men. For this 
reason seasonal factors will probably 
continue to serve mainly as adjust- 
ments which cause index numbers to 
reflect more clearly this dominant in- 
fluence on general business conditions. 


OVER THE EDITOR’S DESK 


CONTRIBUTORS .. . COMING NEXT MONTH 


T is altogether fitting that a person 

whose eye has fallen so often and 
so questioningly on the label “adjusted 
for seasonal variation” should be the 
one to tell Dun’s Review readers what 
is in the package (pages 16-19). 
Hubert C. Barton, Jr., first examined 
statistical tables and charts as an under- 
graduate at Bowdoin, later as a grad- 
uate student at Amherst and Cornell. 
In more recent years he has been asso- 
ciated with the Division of Research 
and Statistics of the Federal Reserve 
Board. 


Tue author of “A Note on Cost Un- 
der the Robinson-Patman Act” is, of 
course, the same Willard L. Thorp 
whose editorial appears on the next 
page. Other contributors are W. C. 
Wenzel (page 26) and George T. 
Bristol (pages 20-24). The former is 
manager of the Petroleum Division of 
Dun & Brapstreet, Inc. The latter is 
a staff member of Dun’s Review. 


Like Mr. Barton a graduate of Bow- 
doin, Roy A. Foulke (pages 9-15) be- 
gan his business career in the credit 
department of a New York bank. For 
some years he served as Manager of the 
Bank Service Department of National 
Credit Office, Inc., and is now Manager 
of the Analytical Report Department 
of Dun & Brapstreet, Inc. 

Mr. Foulke is well known as a con- 
tributor to financial and business peri- 


DUN’S 


Willard L. Thorp, Editor; Norman C. Firth, 
Managing Editor and Business Manager; Ray- 
mond Brennan, Edwin B. George, Walter 
Mitchell, Jr., A. M. Sullivan, Associate Editors; 
J. A. D’Andrea, Statistician; Clarence Switzer, 
Art Director; H. C. Daych, Advertising Manager. 


Susscription: $4 a year; $10 for three years; 
35 cents a copy. Outside U. S. $5 a year. 

Dun’s REvrew goes to each company using the 
services of Dun & BrapstrEET, INc. Service 
subscribers may obtain additional subscriptions to 
the magazine for executives, branches, and so on, 


290 BROADWAY 


[ 49 | 


odicals and is the author of The Com- 
mercial Paper Market, Fourteen 
Guides to Financial Stability, and Be- 
hind the Scenes of Business. Next 
month Mr. Foulke will continue his 
article, presenting an analysis of the 
fourteen important ratios for each of 
sixty lines of business based on 1936 
operations. 


ALtHoucH promised for this issue, 
the analysis of the Dun & BrapstrEET 
insolvency index as a business barom- 
eter will appear next month. It has 
been prepared by W. R. Pabst, Jr., of 
the Department of Economics of Am- 
herst College, and Dorothy S. Davis, of 
Dun & Brapstreet’s Research and Sta- 
tistical Division. 


In the December issue of Dun’s 
Review there will also be found “The 
Business Quiz.” Its questions are 
answerable by the “check one” method 
—each question has four suggested 
answers. Its province is business in a 
broad sense, embracing production, dis- 
tribution, markets, and business legis- 
lation. It is designed to amuse as much 
as to harass. 

If you know what a “basing-point” 
is, you will have a running start next 
month. The author of the quiz sug- 
gests that it might be (A) the standard 
grade of a commodity, (B) the wage 
rate for unskilled labor, (C) a city used 
as a price base, or (D) a sales office. 
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data originally compiled by the publishers—busi- 
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FROM THE HEALY COLLECTION 


(Duo DUDLEY substituted pit-coal for charcoal in the manufacture 
of iron, patenting the process in 1620. The next year, the “Great May- 
day Flood” swept away his iron-works. When he reopened, his com- 
petitors forced him to justify the quality of his product to the King, 
assailed his patent, and burdened him with lawsuits. He was forced to 
move to a new location, but his new works were scarcely finished when 
a mob of rioters, instigated by the charcoal-ironmasters, broke in, cut in 
pieces the new bellows and destroyed the machinery. He was attacked 
by mobs, worried by legal claims, and eventually overwhelmed and 
imprisoned by debts. 


He had formed a new partnership when the Civil War broke out. 
He supported the King, was finally captured, and escaped the day be- 
fore his intended execution. However, having supported the losing 
cause, his property was confiscated. After several years of great privacy, 
he dared to appear and enter into a new partnership. But when the 
project was well advanced, he and his partners quarreled, the cry of 
treason was raised, and the concern was thrown into Chancery. The 
Restoration re-established his respectability and his final appearance in 
the record, in 1665, indicates that at last he was practising his “perfect 
invention” at four forges in Staffordshire. 


Dudley probably complained bitterly about the uncertainty, in- 
stability, and unfair competition of business three hundred years ago! 
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